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At June 30,
2004 2003 2002 2001 2000
(Dollars in thousands)
Total assets $ 921,592 $845,124 §759,806 $ 625,148 §560,123
Loans receivable, net 524,189 413,799 443855 454,199 424,940
Deposits 603,115 586,643 529752 497,030 452,857
Net interest income 25,554 27,699 23,355 20,069 19,524
Net income 6,111 7,489 5,551 157 4843
Tangible equity to assets 11.43% 13.52% 16.23% 9.45% 10.55%
Asset Growth Loan Growth -~ Deposit Growth

5242

921.6 } 586.6 003.1

845.1

Dep
Portfolio
M 342% Single-family movigages M 46.3% Certificates of deposit
| EFS Multi-family & commercial veal estate mortgages W 16.5% Money market accounts
W 17.3% Home equity loans W 15.2% Savings accounts
W 10.8% Construction loans B 12.6% Non-interest bearing checking
L] 3.3% Commercial business loans L 0.3% Intevest bearing checking

B 0.3% Consumer loans
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Letter to Shaveholders

n our 95th year of serving our

communities, we are justifiably proud

to report another year of record asset,
deposit, and loan growth coupled with $6.1
million in earnings. Our bank rode the tide
of a continued complex economic climate
with rewarding results. Assets rose to
$921.6 million, deposits to $603.1 million,
and net loans totaled $524.2 million
at June 30, 2004. The asset/liability
strategies employed during this past
fiscal year were intended to position our
balance sheet for the anticipated increase
in interest rates. Stock appreciation and
quarterly dividends attest to our ongoing
commitment to our sharcholders, while first
class performance throughout all levels of
bank services demonstrates our continuing
commitment to our customers.

As we enter our 96th year, we hold firm

to our goals of growing earnings per share
and improving our return on equity while
retaining a strong capital position. Our
three-year strategic plan provides a clear
road map, which we believe will ensure
that we stay on course to keep this promise.

Pride in Our
A ccomplishments...

During fiscal 2004, we introduced new
technologies, products and services, and
took many positive steps to enhance
shareholder value:

' . Initiated our third Stock Repurchase
Program of up to 5%, or 511,565 shares
of company common stock

. Continued our practice of semi-annual
increases in cash dividend payments since
inception as a publicly-traded stock
company

0 Continued to grow our core deposits
and attract new customers. In fiscal
2004, over 12,000 accounts were
opened and we welcomed approximately
5,500 new customers

[J Assisted by banking office managers
licensed to sell fixed-rate annuities,
achieved record sales of $12.7 million
through Willow Grove Insurance
Agency, LLC and realized a record
sales year for alternative investment
products through our partnership
with FutureShare Financial, a registered
broker/dealer

O Introduced an Overdraft Protection
Plan, which saves customers
embarrassment, late fees and penalties,
saves bank management time, and
improves our non-interest income —
benefits to both our customers and
our bank

] Instituted “retail personality” hiring
and training practices — a one-on-one
frontline approach that instills the critical
importance of contact relationships to
ensure that our customers 4o “feel
good about our bank”

(] Continued our Legendary Service
Program to recognize and reward
employees for extraordinary customer
service and to inspire them to go beyond
expectations in helping to sustain pride
in our bank

[J Continued our loan portfolio diversifi-
cation and renewed our efforts to
originate additional commercial and
small business loans utilizing enhanced
underwriting practices and procedures



Fredevick A. Mavcell Jr.

O Became the first community bank in the
region to offer FREE Online Bill Pay
which enables our retail bank customers
to receive electronic bills and pay
anyone, anytime, from anywhere

D) Initiated “Smart Savers”, an exclusive
passbook savings account for kids only,
which was enthusiastically received and
resulted in $500,000 in new deposits
and 698 new accounts over 9 months

L1 Assisted the students of North Wales
Elementary School in the creation of
their own school-wide bank, “The
Money Depot”

0 Added the Willow Grove Bank
“Mortgage Connection” to our website
which enhances access to our mortgage
products and allows for online loan
applications and more to help customers
make better informed decisions

Pride in Qur Community

Our commitment to being an outstanding
community service bank is matched by
our respect and concern for our neighbor-
hoods, and touching the people within.
The Willow Grove Foundation, our
Community Enrichment Program, and
participation in charitable fundraising
events reflect this dedication with ongoing
year-round activities.

As part of this community service, we
participated in “National Teach Children
to Save Day"; donated funds to the
Quaker School toward development of a
multimedia science computer laboratory;
awarded a grant to the Visiting Nurse
Association to help fund healthcare services
for uninsured and underinsured children;
joined the Ann Newman Preschool of
Temple Sinai “Touch-a-Truck” event; were
the major sponsor of Willow Grove Family
Loyalty Day and Block Party; funded
Family Care Solutions to support single,
low-income Montgomery County mothers
who are attending college; opened a special
account for donations to help our local
military dependent families in support of
our men and women who are serving far
from home on our behalf; invited 6th grade
students from North Wales Elementary
School to “job shadow” the many aspects
of running a bank, and contributed to the
funding of over 80 additional community
and charitable projects.

Pride in Our Corporate
Governance...

For 95 years, the Bank has reported our
profits and the challenges we have faced
factually and without embellishment.

You can be assured that this unwavering
philosophy of maintaining the highest
business ethics and responsible financial
reporting will continue to be our hallmark
of business operations.




Pride in a Prowmise Kept...

Our vision for the future is steadfast. We are
committed to remaining a local, independ-
ently-owned community bank...community
centered and customer focused!

This decision is reinforced by our plan for
future expansion, growth and diversification
which includes:

€ Opening two new banking offices during
fiscal 2005 in support of our planned
geographic expansion to grow in our
neighboring towns

© Introduction of Online Business Bill Pay
at the beginning of fiscal 2005 as part of
our commitment to grow business
banking services

¢ Attracting low cost core deposits and
increasing loan volume

Continuing expansion of commercial
lending

© Achieving asset growth and utilizing
capital management tools sufficient to
improve return on equity

© Controlling overhead while expanding
products and services

@ Exploring acquisition or merger opportu-
nities that will enhance our value

¢ Continued improvement in cash
management services and other products
to service business and municipal
customers

© Investigating additional opportunities to
turther diversify our non-interest income

We will honor our pledge to strengthen
loyal customer relationships with innovative
banking services delivered with respect,
courtesy, trust and personal caring that
exceeds expectations, and to retain the
leadership of competent, experienced

management who ensure prudent loan
practices, fiscal responsibility and maximum
profits with a commitment to enhancing
long-term shareholder value.

Pride That “Youw Can
Believe™...

Our guiding philosophy for 95 years has
been about people and relationships.

As we look ahead to our centennial
celebration, we vow to sustain our
dedication and the personal connection

we keep with our shareholders, depositors,
borrowers, communities, directors, officers,
and employees. We are proud of what we
have accomplished together. For this and
for your support, I extend my personal
thanks to each of you.

A Personal Note...

As previously announced, after 43 years in
the banking industry, including 12 years at
Willow Grove Bank, I plan to vetive during
the coming fiscal year ending June 30, 2005.
I awm grateful for the many opportunities I
have had to serve you as we wovked together
to grow our bank. I am proud of what we
have accomplished as a team. Each
relationship that I have formed over the years
will be treasured. I look forward to
CONLINUING to SErve our company as an active
member of the Board of Directors.

Sincerely,

S ol

Frederick A. Marcell Jr.
President and CEO
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The casiest way to total banking! With one
touch, our customers can now transfer money
between accounts, make loan payments, check
balances and all account data, pay bills day or
night — anytime, anywhere — at work, at
home or on the road. And, save valuable time.

Truly a first! An exclusive passbook savings
account for kids only, this innovative program
starts kids on their way to saving and learning
about growing their money. All it takes is $1.00
to open an account, and all Smart Savers get a
Welcome Kit full of free gifts plus additional
incentives to keep them saving.

Cirowang Omny Boanl
g4 J //z/@/ YLy z‘_’:)f,///’r//r

-

Innovative New Products <& Services

The Willow Grove Bank
Mortgage Connection
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Use Qur Resources

Willow Grove Bank Benefits
@ Stll want @ have parsonal assistanca?
You can cail of mmall one Of GUr mMorgage profesSionals 1 Answer any o7 Your GUestant or to agk for ady
@ Ry to closs oh your mortgage gulckly?
W can gityour mongags approved In minutes, rather than days of wawks!
@ Fros Prequeiifications
W3 offar 26 re-GURNTCAUONS, $0 YOU €3N $hap for YOUr MOTiPage kNowing that you cun §7urd the homa.
{ Confusad about which program to choosa?
WWa Mt & vaciely of fosn aptions i choose fram Inciuding fxad cate mortgages and adutteble et
moftgages. Wa Gfer eaty to understand wxplanationa 6f #ach program on the &ite and & Morigage Oigina

% In Wiways Just a cail or mmall iway!
{

lD'c Haros | Yize My Accounts | iovesiments | Bress Relegses
Comgact Us | Galculators | Newslgriers | iviorioage Connection | Site Map
Willzw Grow Bascom. lng.

We're taking the mystery out of applying for a
mortgage. At willowgrovebank.com, anyone
can get information about loan programs, rates
and fees, appraisals, home inspections, and learn
all about closing, and beyond. We even make it
easy to apply for a mortgage loan online.

Retail Training Program

We recognize that it's the critical day-to-day
conract relationships in every service function
throughout Willow Grove Bank that make our
customers “feel good about our bank”. To
ensure that we do live up to this promise, we
have instituted a “retail personality” hiring and
training program — a one-on-one role-play and
group session approach that targets every
possible contact situation and performance
opportunity.
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A sampling of the many expressions of thanks
we receive throughout the year from appreciative
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In cooperation
with the North Penn

Chamber of Commerce
Reading Program,

Willow Grove Bank employees
volunteered their time to read to

elementary school students.
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Directors of
Willow Grove Bancorp, Inc. &
Willow Grove Bank

William W. Langan
Chairman

Retived President and Owner
Marmetal Industries, Inc.
Hovsham, PA

Lewis W, Hull

Chairman and contvolling Shaveholder,
HullVac Pump Corporation
Warminster, PA

Charles F. Kremp, 3
Owner, Kremp Flovist
Willow Grove, PA

Rosemary C. Loring, Esq.
President, Remedy Intelligent
Staffing, Franchise

Willow Grove, PA

Frederick A. Marcell Jr.
President and Chief Executive Officer,
Willow Grove Bank since July 1992

A, Brent O’Brien

Retirved, President and Owner,
Bean, Mason & Eyer

(insuvance broker), Doylestown, PA

Samuel H. Ramsey, ITI
Investment Advisor,
Financial Networks, Inc.
Bellevue, Washington

William B. Weihenmayer
Real Estate Investor
Huntingdon Valley, PA

Executive Officers
and Directors

Frederick A. Marcell Jr.
President and Chief Executive Officer

Joseph M. Matisoff
Executive Vice President and
Chief Operating Officer

Christopher E. Bell

Senior Vice President,
Chief Financial Officer and Corporate Secvetary

John T. Powers
Senior Vice President and
Corporate Secretary of Willow Grove Bank

Jerome P. Arrison
Senior Vice President & Treasuver

Ammon J. Baus
Senior Vice President & Chief Lending Officer

NASDAQ OPEN

W"'l"()“ Cr )
Banmrp 1,1:‘

Frederick A. Marcell Jr., President and
Chief Exccutive Ofticer of Willow Grove

Bancorp, Inc. presided over the NASDAQ
Stock Market opening on August 10, 2004 at
9:30 a.m. in celebration of Willow Grove Bank’s
95th anniversary.
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

FOR ANNUAL AND TRANSITION REPORTS
PURSUANT TO SECTIONS 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

Annual report pursuant to Section 13 or 15(d) of the Securities Exchange
Act of 1934

For the fiscal year ended June 30, 2004
~0r—

[0  Transition report pursuant to Section 13 or 15(d) of the Securities Exchange
Act of 1934,

For the transition period from to

Commission File Number: 0-49706

WILLOW GROVE BANCOREP, INC.

(Exact Name of Registrant as Specified in its Charter)

PENNSYLVANIA 80-0034942
(State or other jurisdiction of (IRS Employer Identification No.)
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Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not
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Indicate by check mark whether the Registrant is an accelerated filer (as defined in Exchange Act
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price of $17.76 on December 31, 2003, the last business day of the Registrant’s second quarter was $147,568,444
(9,754,138 shares outstanding less 1,445,104 shares held by affiliates at $17.76 per share). Although directors and

executive officers of the Registrant and certain employee benefit plans were assumed to be “affiliates” of the
Registrant for purposes of the calculation, the classification is not to be interpreted as an admission of such status.

As of September 8, 2004 there were 9,799,898 shares of the Registrant’s Common Stock outstanding.
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Forward Looking Statements

This Form 10-K contains certain forward-looking statements and information based upon our beliefs as
well as assumptions we have made. In addition, to those and other portions of this document, the words
“anticipate,” “believe,“‘estimate,” “expect,” “intend,” “should,” and similar expressions, or the negative
thereof. as they relate to us are intended to identify forward-looking statements. Such statements reflect our
current view with respect to future looking events and are subject to certain risks, uncertainties and
assumptions. Factors that could cause future results to vary from current management expectations include,
but are not limited to, general economic conditions, legislative and regulatory changes, hostilities involving
the United States, monetary and fiscal policies of the federal government, changes in tax policies, rates and
regulations of federal, state and local tax authorities, changes in interest rates, deposit flows, the cost of
funds, demand for loan products, demand for financial services, competition, changes in the quality or
composition of the Company’s loan and investment portfolios, changes in accounting principles, policies or
guidelines, and other economic, competitive, governmental and technological factors affecting our
operations, markets, products, services and fees. Should one or more of these risks or uncertainties
materialize or should underlying assumptions prove incorrect, actual results may vary materially from those
described herein as anticipated, believed, estimated, expected or intended. We do not intend to update these
forward-looking statements.

PART I

Item 1. Business

General. Willow Grove Bancorp, Inc. (the “Company”), a Pennsylvania corporation, was formed
to facilitate the reorganization of Willow Grove Bank (the “Bank”) from the two-tier mutual holding
company form to the stock holding company form of organization. The reorganization was completed
on April 3, 2002. The Company issued 6,414,125 shares of common stock in a subscription offering and
issued 4,869,375 shares of common stock in exchange for the stock held by the shareholders of the
former Willow Grove Bancorp, Inc., the federally chartered stock-form mid-tier holding company. The
Bank, which is now a wholly-owned subsidiary of the Company, was originally organized in 1909. In
December 1998, the Bank was reorganized from a federally chartered mutual savings bank into a
federally chartered stock savings bank in the mutual holding company form of ownership with a
“mid-tier” holding company. The Bank is primarily engaged in attracting deposits from the general
public and using those funds to invest in loans and security investments. At the present time, the
business of the Company is primarily the business of the Bank. In September 2000, Willow Grove
Investment Corporation (“WGIC”), a Delaware corporation was formed as a wholly owned subsidiary
of the Bank to hold and manage certain securities investments of the Bank. In May 2003, Willow
Grove Insurance Agency, LLC (the “Agency”), a Pennsylvania limited liability company was formed by
the Bank to conduct permitted fixed rate annuity transactions for the Bank.

References in this document to “we,” “our” or “us” refer to Willow Grove Bancorp, Inc. together
with its subsidiary, Willow Grove Bank, unless the context otherwise requires.

In recent years, we have concentrated our business plan on the following primary goals—changing
operations to a full-service community bank, continuing steady growth and maintaining a high level of
asset quality. We intend to continue our growth through internal means. To the extent opportunities are
available and deemed prudent by management,we also will consider growth through acquisitions of
other institutions. We believe our business plan will continue to enhance shareholder value.

Our principal sources of funds are deposits, repayments of loans and mortgage-backed securities,
maturities of investments and interest-bearing deposits, funds provided from operations and funds
borrowed from outside sources such as the Federal Home Loan Bank (“FHLB”) of Pittsburgh. These
funds are primarily used for the origination of various loan types including single-family residential
mortgage loans, commercial real estate and multi-family residentjal mortgage loans, construction real




estate loans, home equity loans, consumer loans and commercial business loans. Qur major source of
income is the interest received on our loan and securities portfolios, while our major expense is interest
paid on deposit accounts and borrowings.

The Office of Thrift Supervision (“OTS”) is the Bank’s chartering authority and primary regulator.
The Bank is also regulated by the Federal Deposit Insurance Corporation (“FDIC”), the administrator
for the Savings Association Insurance Fund (“SAIF”). The Bank is also subject to reserve requirements
established by the Board of Governors of the Federal Reserve System (the “Federal Reserve Board” or
“FRB”), and we are a member of the FHLB of Pittsburgh, one of the regional banks comprising the
FHLB System.

Our executive offices are located at Welsh and Norristown Roads, Maple Glen, Pennsylvania, and
our telephone number is (215) 646-5405. The office for Willow Grove Investment Corporation is 1105
Market Street, Suite 1300, Wilmington, Delaware. The office for Willow Grove Insurance Agency, LLC
is located at Welsh and Norristown Roads, Maple Glen, Pennsylvania.

Second Step Conversion

On April 3, 2002 Willow Grove Bank completed its reorganization from the two-tier mutual
holding company form of organization to the stock form of organization (the “April 2002
Reorganization”). Willow Grove Bancorp, Inc., the new Pennsylvania corporation, through a public
subscription offering, sold 6,414,125 shares of stock at $10.00 per share and issued 4,869,375 to the
stockholders of Willow Grove Bancorp, Inc., the former federal corporation, which represented an
exchange of 2.28019 shares of its stock for each share of the former company. Willow Grove Bank is
now the wholly-owned subsidiary of Willow Grove Bancorp, Inc., the Pennsylvania corporation. All per
share data and information prior to April 3, 2002 refers to the former Willow Grove Bancorp, Inc., the
federal corporation and has been restated to reflect the effect of the increased shares resulting from
the share issuance and exchange resulting from the April 2002 Reorganization.

Available Information

The Company files annual, quarterly and special reports, proxy statements and other information
with the Securities and Exchange Commission (“SEC”). Our SEC filings are available to the public at
the SEC’s web site at http://www.sec.gov. Members of the public may also read and copy any document
we file at the SEC’s Public Reference Room at 450 Fifth Street, N.-W., Washington, D.C. 20549. You
can request copies of these documents by writing to the SEC and paying a fee for the copying cost.
Please call the SEC at 1-800-SEC-0330 for more information about the operation of the public
reference room. In addition, our stock is listed for trading on the Nasdaq National Market and trades
under the symbol “WGBC”. You may find additional information regarding Willow Grove
Bancorp, Inc. at www.nasdag.com. In addition to the foregoing, we maintain a web site at
www.willowgrovebank.com. We make available on our Internet web site copies of Willow Grove
Bancorp’s Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on
Form 8-K and any amendments to such documents as soon as reasonably practicable after we file such
material with, or furnish such documents to, the SEC.

Market Area and Competition

Our main office is in Montgomery County, Pennsylvania, approximately 20 miles north of
downtown Philadelphia. The primary market areas that we serve are: Montgomery County, Bucks
County and the northeast section of Philadelphia that borders these counties. To a lesser extent, we
provide services to areas of Chester and Delaware counties, the remainder of the City of Philadelphia,
and central and southern New Jersey.




Most of our direct competition for attracting deposits and originating loans has historically come
from savings associations, other savings banks, commercial banks and credit unions. We face additional
competition for deposits from short-term money market funds and other corporate and government
securities funds, mutual funds, and other non-financial institutions such as securities brokerage firms
and insurance companies. In our market area, we estimate that we compete with approximately 97
other financial institutions and numerous securities brokers.

Lending Activities

General. At June 30, 2004 our net loan portfolio totaled $524.2 million or 56.88% of our total
assets. Historically, our primary emphasis has been the origination of loans secured by first liens on
single-family (one-to four-units) residences. In recent years, we have changed the focus of our lending
to place more emphasis on home equity loans, construction, commercial real estate and mutti-family
residential loans and commercial business loans. At June 30, 2004, commercial real estate and multi-
family residential loans amounted to $180.9 million, or 34.12% of our total loan portfolio. As of that
date, construction loans were $57.0 million or 10.75% of our loan portfolio; commercial business loans
totaled $17.7 million or 3.34% of the total loan portfolio. Loans secured by liens on single-family
residential properties include first mortgage loans totaling $181.0 million, or 34.15% of the loan
portfolio, and $91.8 million of home equity loans and lines of credit, which accounted for 17.32% of
the loan portfolio at June 30, 2004,

The types of loans that we originate are subject to federal and state laws and regulations. Interest
rates and fees charged on these loans are affected primarily by the demand for loans by borrowers and
the supply of funds available for lending purposes and rates and fees charged by our competitors.
Local, national and international economic conditions and their effect on the monetary policies of the
Federal Reserve Board, legislative and tax policies and budgetary matters of local, state, and federal
governmental bodies affect the supply of funds available and the demand for loans.

Loan Portfolio Composition. The following table sets forth the composition of the loan portfolio
as of the dates indicated. This data does not include single family loans classified as held for sale which
amounted to $1.1 million, $5.3 million, $1.6 million, $2.6 million, and $35.8 million at June 30, 2004,
2003, 2002, 2001 and 2000, respectively.

June 30, 2004 June 30, 2003 :Yune 30, 2002 June 30, 2001 June 30, 2000

Percent of Percent of Percent of Percent of Percent of

Amount total ' Amount total Amount total Amount total Amount total

(Dollars in thousands)
Mortgage loans:

Single-family . ........ $181,049 34.15% $131,821 31.40% $181,454 40.40% $198310 43.17% $206,340  48.04%

Commercial real estate and . )
multi-family. . . ... ... 180,881  34.12 155,892  37.14 134,294  29.90 128,613  28.00 102,513 23.86

Construction . .. ...... 57,014  10.75 36,191 8.62 - 29,306 6.52 27,724 6.04 14,973 3.49

Home equity . ........ 91,848 1732 72,990  17.39 75,016  16.70 75,060 - 16.34 72,217 16.81
Total mortgage loans . . . . . . 510,792 9634 * 396,894  94.55 420,070  93.52 429,707  93.55 396,043  92.20
Consumer loans . . . . . .. - 1,678 0.32 2,324 0.55 10,081 2.24 9,688 2,11 7,818 1.82
Commercial business loans . . 17,686 334 20,549 4.90 19,067 424 19,925 434 25,683 5.98
Total loans receivable . . . .. 530,156 100.00% 419,767 100.00% 449,218 100.00% 459,320 100.00% 429,544 100.00%
Allowance for loan losses . . . (5,220) (5,312) (4,626) (4,313) (3,905)
Deferred loan fees . ... .. (747) (656) (737) (808) (699)

Loans receivable, net . . . . . . $524,189 $413,799 $443,855 $454,199 $424,940




Contractual Principal Repayments and Interest Rates. The following table sets forth scheduled
contractual amortization of the loan portfolio at June 30, 2004. Demand loans, loans having no
schedule of repayments and no stated maturity and overdraft loans are reported as due in one year or
less.

At June 30, 2004, the amount due within

more than more than more than more than
1 yearor 1 year to 3 yearsto 5 yearsto 10 years to more than
less 3 years Syears 10 years 20 years 20 years Total

(Deollars in thousands)

Mortgage loans:
Single-family and home equity.... § 646 $ 2,359 $17,742 $37,580 $112,171 $102,398 $272,896
Commercial real estate and multi-

family . ........... .. ... .. 4,250 10,336 8,672 54,061 89,373 14,189 180,881
Construction. . . .........o.o... 25,318 25,188 2,544 909 3,056 — 57,015
Total mortgage loans .. .......... 30,214 37,883 28,958 92,550 204,600 116,587 510,792
COnSUMEr . oot ie e iieeeie e uns 94 623 640 194 92 35 1,678
Commercial business . ........... 8,909 1,283 1,959 4,612 782 . 141 17,686
Total .. ........ ... ... .. .. $39,217 $39,789 $31,557 $97,356 $205,474 $116,763 $530,156

Of the $490.9 million of loan principal repayments due after June 30, 2005, $315.4 million have
fixed rates of interest and $175.5 million have adjustable rates of interest.

Lending Activity. Our lending activities are subject to underwriting standards and origination
procedures which have been approved by our Board of Directors. We process, underwrite and originate
single-family residential mortgage loans on both a retail and wholesale basis. We have developed an
extensive network of active residential mortgage brokers and mortgage bankers to support our
wholesale production system. These correspondents identify, process and close loans on our behalf
based upon rates and terms that we provide to them on a regular basis which correlate to our
assessment of our demand for various types of Joans. The correspondents forward completed loan
applications for our review. Based upon this review, we will determine whether to reject the loan if it
fails to meet our prescribed standards or acquire the loan for our portfolio or for sale. into the
secondary market, Depending upon the various programs we have with the correspondents, loans will
be classified as either purchased or originated. When the correspondent advances funds for the closing
of a loan we have committed to purchase, it is classified as “purchased”. When we provide the funds
for the closing of the loan, it is classified as “originated”. In either case, we may retain the loan in our
portfolio or sell it (on either a servicing released or retained basis) in the secondary market. Retail
production is supported through our bank loan officer program whereby loan applications are obtained
through our branch network and referrals from local builders, real estate brokers and financial
consultants. Single-family residential mortgage loans generally are required to be underwritten in
accordance with Federal Home Loan Mortgage Corporation (“FHLMC”) and Federal National
Mortgage Association (“FNMA”) guidelines (this facilitates resale into the secondary market). We also
acquire loans that do not conform to FHLMC/FNMA guidelines (“non-conforming” loans) for the
portfolio. Non-conforming loans that we place in the portfolio include, but are not limited to,
sub-prime, investor loans and non-FNMA “A” paper. Non-conforming loans are underwritten according
to our alternative underwriting guidelines. We believe that our underwriting guidelines are consistent
with industry standards. These non-conforming loans accounted for approximately 15.85% of our single-
family loan portfolio at June 30, 2004.

In addition to originating loans, the Bank periodically purchases participation interests in larger
balance loans, typically multi-family and commercial real estate mortgage loans and construction loans
from other financial institutions in our market area. We may purchase these loans to supplement our




own originations or to facilitate participation relationships to manage borrower concentration risks i.e.
loans to one borrower issues. These participations are reviewed for compliance with our underwriting
standards before they are purchased. During fiscal 2004 we purchased participation interests of

$18.0 million in commercial real-estate loans and $12.8 million in construction loans. In addition,
during fiscal 2004, the Bank purchased four pools consisting of an aggregate of 109 single-family
residential fixed-rate “jumbo” mortgage loans in the aggregate amount of $45.9 million. Three of the
pools were purchased at a modest discount, with the remaining pool purchased at a modest premium.
The net aggregate discount on these loan pool purchase was $258,000, which is being accreted into
income similar to originated loans. The average outstanding balance of the loans in these pools was
$421,000 at the time of purchase. Other than the outstanding balances, which generally exceed
secondary market standards, the loans in these pools generally conform to FNMA and FHLMC
guidelines. The properties securing the loans in these pools were located across the eastern United
States, primarily concentrated in Florida, Pennsylvania, Virginia and Georgia. The loan pools were
subject to our due diligence review and conformed to our internal underwriting standards. At June 30,
2004, all the loans in these four loan pools were performing as agreed and have an average current
loan to value ratio of 58.8%. The Company anticipates purchasing additional pools to supplement local
production of non-conforming product which may encompass further geographic diversification.

Our loan underwriting function is managed at our operations center located approximately three
miles from our main office. The majority of our conforming loans are contractually underwritten by any
one of several private mortgage insurance companies to ensure saleability in the secondary market.
From time to time we also underwrite non-conforming loans based on our internal capacity and market
conditions. We require a current appraisal prepared by an independent appraiser or an acceptable
alternative property valuation on all new mortgage loans. We require title insurance on loans secured
by real estate with the exception of certain single-family residential loans originated under $150,000 and
most home equity loans originated under $100,000. Hazard insurance is required on all real estate
loans. Flood insurance is also required for all loans secured by properties located in a designated flood
area.

Our loan policy authorizes certain officers to approve loans up to certain designated amounts, not
exceeding $1.0 million, collectively, in the case of the President and Chief Operating Officer. Loans
exceeding individual or collective limits must be approved by: the Management Loan Committee
consisting of the President, Chief Operating Officer, other executive officers and other Bank lending
vice-presidents; the Director’s Loan Committee, consisting of three outside directors, the President, the
Chief Operating Officer and Chief Lending Officer or the full Board of Directors. The Director’s Loan
Committee and the full Board of Directors are also provided with summaries of new loan activity on a
routine basis. .

As a federal savings bank, we are limited in the amount of loans we make to any one borrower.
This amount is equal to 15% of the Bank’s unimpaired capital and surplus (in our case, this amount
‘would be approximately $14.0 million at June 30, 2004), although there are provisions that would allow
us to lend an additional 10% of unimpaired capital and surplus if the loans are secured by readily
marketable securities. OQur aggregate loans to any one borrower have been within these limits. At
June 30, 2004, our three largest credit relationships with an individual borrower and related entities
amounted to $9.1 million, $8.1 million and $5.9 million; all the loans included in these relationships
were performing in accordance with their terms and conditions.




_The following table shows the activity in our loan portfolio during the periods indicated.

Year ended June 30,

2004 2003 2002
) (Dollars in thousands)
Loans held at the beginning of the period .................... $419,767 $449218 $459,320
Originated and purchased for portfolio( 1)(2)
Mortgage loans:
Single-family .. ...... ... ... . . . . e 110,707 . 91,904 43,841
Commercial real estate and multi-family .................. 64,382 46,768 23,341
1@0] 1715 o 116 51 )« KU . 54,396 28,854 32,369
Home equity ................ e 73,209 53,419 36,725
Consumer 10808 . . . . . vt e e 95 2,669 10,371
Commercial business loans ... .. .......... ... ... . .. ... 12,431 13,488 11,057
Total originations and purchases for portfolio .................. 315,220 237,102 157,704
Transfer of loans from portfolio to held forsale ................ — (43,451) —
Amortization and curtailments . . ....... . .. o oL (204,104) (222,711) (166,852)
Charge-offs . . . .. ... (727) (391) (954)
Netchangeinloans............. ... ... ... . .. e, 110,389 (29,451)  (10,102)
Total loans held at the end of the period .......... P $530,156 $419,767 $449,218

(1) Excludes loans classified as held for sale at the time of origination.

(2) Includes $85.6 million in purchased loans for fiscal 2004

Single-Family Residential Loans. We utilize our bank loan officer’s and a network of mortgage
brokers and bankers to originate and purchase conventional single-family (one-to-four-units) mortgage
loans. During the year ended June 30, 2004, single-family residential loans originated to be kept in our
portfolio amounted to $110.7 million. In addition, we originated $85.5 million of single-family
residential mortgage loans for resale in the secondary market. Our total smgle family residential
mortgage loans originated for portfolio or resale amounted to $196.2 million in the year ended June 30,
2004, of which $155.4 million were originated through our wholesale network and the remaining
$42.2 million were originated through our retail sources. Conventional loans are loans that are neither
insured by the Federal Housing Administration (“FHA”) nor partially guaranteed by the Department of
Veterans Affairs (“VA’). The majority of our single-family residential mortgage loans are secured by
properties located in our primary lending area which includes Montgomery, Bucks and Philadelphia
Counties, Pennsylvania. Our residential lending areas have expanded to include northeastern
Pennsylvania, central and southern New Jersey and Delaware. At June 30, 2004, single-family
residential mortgage loans amounted to $181.0 million, or 34.15% of our total loan portfolio. Due to
our strategic plan to diversify the loan portfolio, the single-family portion of our loan portfolio as a
percent of the total loan portfolio has decreased during four of the past five years.

Single-family residential mortgage loans which we purchase or originate for sale generally are-
underwritten with terms conforming to FHLMC/FNMA guidelines. Loans purchased or originated for
our portfolio, may conform to these guidelines, may exceed the conforming loan amount for those
agencies, or may otherwise not comply with the underwriting standards of the agencies for a variety of
reasons, including credit risk. We remain active in selling conforming loans, typically 30 year fixed rate
loans, in excess of our portfolio needs or as part of our interest rate risk management strategy, in the
secondary market. We have generally sold loans to three national investors who purchase our loans
primarily on a best efforts, servicing released basis. This arrangement, although not eliminating all risks
associated with secondary market activity, can provide an additional source of non-interest income. As




of June 30, 2004, $1.1 million of our single-family residential mortgage loans were classified as
held-for-sale. During the vear ended June 30, 2004, we sold an aggregate of $90.3 million of single-
family residential mortgage loans at a gain of $627,000 while for the years ended June 30, 2003 and
2002, we had loan sales of $74.8 million and $77.8 million, respectively, at a gain of $1.2 million and
$519,000, respectively. Although we anticipate continuing sales of loans in the secondary market, there
can be no assurance that this activity will continue as ¢urrently structured or result in the realization of
non-interest income. Low interest rates, among other factors, contributed to our increased sales activity
over the past three years.

Interest rates on our single-family residential mortgage loans either are fixed for the life of the
loan (“fixed-rate”) or are subject to adjustment at certain pre-determined dates throughout the life of
the loan (“ARM”). Our fixed-rate loans generally mature in 10, 15, 20 or 30 years, and have equal
monthly payments to repay the loan with interest by the end of the loan term. At June 30, 2004, the
fixed-rate portion of our residential mortgage loan portfolio, which includes single-family real estate
loans and home equity loans, totaled $204.3 million which was 74.9% of the total single-family
residential loans plus home equity loans outstanding at that date.

We offer a variety of ARM loans. These loans have a pre-determined interest rate for a specified
period of time ranging from one to ten years. After this initial period, the interest rate will adjust on a
periodic basis in accordance with a designated index such as the one-year US Treasury yield adjusted to
a constant maturity (“CMT”) plus a stipulated margin. Also, ARM loans generally carry an annual
limit for rate changes of 1% or 2%, and a maximum amount the rate can increase or decrease from
the initial rate of 4% to 6% during the life of the loan. From time to time, we offer ARM loans with
an initial rate less than the fully-indexed rate (the index at the time of origination plus the stipulated
margin). These loans are underwritten based upon the borrower making payments calculated at the
fully-indexed rate. Our ARM loans require that any payment adjustment caused by a change in the
interest rate result in full amortization of the loan by the end of the original loan term, and no portion
of the payment increase is permitted to be added to the principal balance of the loan, so-called
negative amortization. At June 30, 2004, $68.5 million or 25.1% of our residential mortgage loan
portfolio, which includes single-family real estate loans and home equity loans, were adjustable rate.

ARM loans decrease some of the risks associated with changing interest rates. However, increases
in the amount of a borrower’s payment due to interest rate increases may affect the borrower’s ability
to repay the loan, thereby increasing the potential for default. To date, we have not experienced a
material impact as a result of this additional credit risk associated with ARM loans, and believe that
this risk is less than the interest rate risk of holding fixed-rate loans in a rising interest rate
environment.

Such factors as consumer preferences, the general level of interest rates, competition, and the
availability of funds affect the amount of ARM loans we originate or purchase. Although we anticipate
that we will continue to offer ARM loans, there can be no assurance that we can originate a sufficient
amount of such loans to increase or maintain the percentage of such loans in our portfolio.

Generally the largest single-family mortgage loan we originate or purchase does not exceed
$500,000. In addition, our maximum loan-to-value ratio (the rate of the loan amount to the lesser of
the appraised value or sales price—"LTV”) is 95%. Some special first time homebuyer programs have
loan to value ratios of 100%. In all cases when the loan to value ratio exceeds 80%, we require the
borrower to maintain private mortgage insurance until the loan balance is reduced to 80% of the
original fair market value.

Home Equity Loans. In recent years, we have increased our emphasis on the origination of home
equity loans and lines of credit, due to their shorter maturities (the maximum term of our home equity
loans is 20 years with the exception of purchase money second mortgage loans whose maximum term
may be up to 30 years) and generally higher interest rates. A home equity loan is a fixed-rate loan




where the borrower receives the total loan amount at a closing and makes monthly payments to repay
the loan within a specific time period. Home equity lines of credit are a revolving line of credit with a
variable rate and no stated maturity date. The borrower may draw on this account (up to the maximum
credit amount) and repay this line at any time. At June 30, 2004 we had $91.8 million or 17.32% of the
total loan portfolio in home equity loans and lines of credit outstanding. Of the $91.8 million
outstanding at June 30, 2004, $16.8 million were in lines of credit. The unused portion of equity lines
of credit was $19.7 million at that date. Despite increased amortization and prepayments on home
equity loans due to the low level of interest rates in recent periods, the outstanding balance of home
equity loans held at June 30, 2004 increased $18.9 million or 25.8% from June 30, 2003.

Home equity loans and lines of credit are secured by the borrower’s residence, and we generally
obtain a second lien position on these loans. We offer home equity programs in amounts, when
combined with the first mortgage, up to 100% of the value of the property securing the loan. In
addition to originating home equity loans through our branch offices, we rely considerably on
purchased loans from our network of correspondents.

Commercial Real Estate and Multi-Family Residential Real Estate Loans. At June 30, 2004
commercial real estate and multi-family residential loans amounted to $180.9 million or 34.12% of the
total loan portfolio. This compares to $155.9 million or 37.14% at June 30, 2003.

Our commercial real estate and multi-family residential loan portfolio consists primarily of loans
secured by office buildings, retail and industrial use buildings, strip shopping centers, residential
properties with five or more units, non-FNMA eligible single-family residential investment properties
and other properties used for commercial and multi-family purposes located in our market area. Our
commercial and multi-family real estate loans tend to be originated in-an amount less than $3.0 million
but will occasionally exceed that amount. At June 30, 2004, the average commercial and multi-family
residential loan size was $392,000. The five largest commercial real estate and multi-family residential
loans outstanding at June 30, 2004, were $5.5 million, $5.0 million, $4.4 million, $3.4 million and
$3.4 million and all of such loans were performing in accordance with their terms at such date. During
the year ended June 30, 2004, our commercial real estate and multi-family loan portfolio grew by
$25.0 million, or 16.0% as the result of originations, participation purchases and the conversion of loans
from construction to permanent status. The relatively low interest rate environment during the year
ended June 30, 2004 stimulated increased amortization and prepayments which partially offset the total
amount of multi-family and commercial real estate originations of $64.4 million during the year.

Although terms for commercial real estate and multi-family loans vary, our underwriting standards
generally allow for terms up to 20 years with monthly amortization over the life of the loan and LTV
ratios of not more than 80%. Interest rates are either fixed or adjustable, based upon designated
market indices such as the 5-year Treasury CMT or 5-year FHLB of Pittsburgh advance rate plus a
margin, and fees ranging from 0.5% to 1.5% are generally charged to the borrower at the origination
of the loan. Prepayment fees are generally charged on most commercial real estate and multi-family
loans in the event of early repayment. Generally we obtain personal guarantees of the principals as
additional security for commercial real estate and multi-family real estate loans.

Commercial real estate and multi-family real estate lending involves different risks than single-
family residential lending. These risks include, but are not limited to, larger loans to individual
borrowers and loan payments that are dependent upon the successful operation of the project or the
borrower’s business. These risks can be affected by supply and demand conditions in the project’s
market area of rental housing units, office and retail space, warehouses, and other commercial space.
We attempt to minimize these risks by limiting our loans to proven businesses, only considering
properties with existing operating performance which can be analyzed, using conservative debt coverage
ratios in our underwriting, and periodically monitoring the operation of the business or project and the
physical condition of the property. As of June 30, 2004, $48,000, or 0.03% of our commercial real
estate and multi-family residential mortgage loans were on non-accrual status the same amount $48,000
or 0.03% as at June 30, 2003.




Various aspects of a commercial and multi-family loan transaction are evaluated in our effort to
mitigate the additional risk in these types of loans. In our underwriting procedures, consideration is
given to the stability of the property’s cash flow history, future operating projections, current and
projected occupancy levels, location and physical condition. Generally, we impose a debt service ratio
(the ratio of net cash flows from operations before the payment of debt service to debt service) of not
less than 115%. We also evaluate the credit and financial condition of the borrower, and if applicable,
the guarantor. Appraisal reports prepared by independent appraisers are obtained on each loan to
substantiate the property’s market value, and are reviewed by us prior to the closing of the loan.

Construction Loans. We originate construction loans for residential and commercial uses within
our market area. We generally limit originated construction loans to builders and developers with
whom we have an established relationship, or who are otherwise known to officers of the Bank.
Additionally we have been introduced to other borrowers through certain participation arrangements,
primarily from four other local financial institutions. These loans are underwritten with substantially
similar guidelines to our own. Generally, we require the lead lender to maintain a minimum interest at
least equal to our own interest. Construction loans outstanding at June 30, 2004 were $57.0 million, or
10.75% of total loans, compared to $36.2 million or 8.62% of total loans at June 30, 2003,

Our construction loans generally have variable rates of interest, a maximum term to maturity of
three years and LTV ratios less than 80%. Residential construction loans to developers are made on
either a pre-sold or speculative (unsold) basis. Limits are placed on the number of units that can be
built on a speculative basis based upon the reputation and financial position of the builder, his/her
present obligations, the location of the property and prior sales in the development and the
surrounding area. Generally a limit of two to six model homes is permitted per project.

As a condition of any commitment on a construction loan, we require that an independent
appraiser prepare an appraisal of the property which results are satisfactory to the Bank. We also
review and inspect each project at its inception and prior to every disbursement of loan proceeds.
Disbursements are made after inspections based upon a percentage of project completion. Monthly
payment of interest is required on all construction loans.

We also make construction loans for the acquisition and development of land for sale (i.e. roads,
sewer and water lines). We make these loans only in conjunction with a commitment for a construction
loan for the units to be built on the site. These loans are secured by a lien on the property and are
generally limited to a LTV ratio of 75% of the appraised value. The loans have a variable rate of
interest and require monthly payments of interest. The principal of the loan is repaid as units are sold
and released. Generally, all of our loans of this type are in our market area and are to developers with
whom we have established relationships. In most cases, we also obtain personal guarantees from the
borrowers. '

Construction and land loans generally are considered to involve a higher level of risk than single-
family residential lending, due to the concentration of principal in a limited number of loans and
borrowers and the effect of economic conditions on developers, builders and projects. Additional risk is
also associated with construction lending because of the inherent difficulty in estimating both a
property’s value at completion and the estimated cost (including interest) to complete a project. The
nature of these loans is such that they are more difficult to evaluate and monitor. In addition,
speculative construction loans to a builder are not pre-sold and thus pose a greater potential risk than
construction loans to individuals on their personal residences. At June 30, 2004, our four largest
construction loans had outstanding balances of $4.9 million, $4.6 million, $4.3 million, and $3.8 million
and all were performing in accordance with the terms of their agreements. At June 30, 2004, our fifth
largest construction loan was a $3.6 million loan representing a 25.3% loan participation interest in the
construction of a commercial real estate office building located in Montgomery County in the suburbs
of Philadelphia. Although the loan was never delinquent, it fell behind in anticipated project occupancy
projections and the lenders, including ourselves, agreed to modify the terms of the loan to, among
other things, extend the loan term maturity. The borrower also was permitted to obtain additional




subordinated financing from non-participant lenders. As a condition of the loan modification we
received a loan principal payment of $800,000. Based on a recent increase in project occupancy, the
loan has been upgraded to special mention from its previous classification as substandard as of June 30,
2003.

In order to mitigate some of the risks inherent to construction lending, we inspect properties
under construction, review construction progress prior to advancing funds, work with builders who have
established relationships, and obtain personal guarantees from the principals.

Commercial Business Loans. At June 30, 2004, we had $17.7 million in commercial business
loans, or 3.34% of total loans, compared to $20.5 million at June 30, 2003, a decrease of $2.9 million
or 13.9%. At June 30, 2004 the average balance of the Bank’s commercial business loans was $82,000.
During the year ended June 30, 2004, we originated or advanced additional funds on business lines of
credit in the amount of $12.4 million. These originations were offset by increased amortization and
prepayments of loans primarily due to the continued low interest rate environment and as previously
originated larger balance loans were repaid and replaced with smaller balance new originations. We
began originating loans to small-to-mid-sized businesses in our market area in May 1997. Since that
time, we have hired commercial lenders to actively solicit commercial business loans as well as
commercial real estate and multi-family real estate loans. During fiscal 2002 and 2003, we generally did
not originate new commercial business loans in amounts exceeding $250,000. Since that time,
management undertook a process designed to enhance the Company’s commercial business lending
function. During fiscal 2003 we hired a Chief Lending Officer, experienced in business lending, and a
Credit Risk Manager whose responsibilities include reviewing existing systems and policies, establishing
or improving procedures, where necessary, and training new and existing personnel with respect to the
origination and oversight of commercial business loans. During fiscal 2004, despite the Company’s
efforts to increase originations of commercial business loans, as a result of the full implementation of
its enhanced policies and procedures with respect to such loans, the portfolio declined. However, it is
anticipated that the recent portfolio decline will be reversed during fiscal 2005. We believe that these
types of loans assist in our asset/liability management since they generally provide shorter maturities
and/or adjustable rates of interest in addition to generally having higher rates of return which are
designed to compensate for the additional credit risk associated with these loans.

Generally, the Bank provides secured revolving lines of credit for short term working capital
support of a business’accounts receivables and inventory. Typically the secured revolving line of credit is
collateralized based upon an advance rate of up to 80% of eligible accounts receivable and up to 30%
of finished goods inventory. Secured term loan financing is provided for the acquisition of fixed
business assets, such as real property, vehicles, equipment and machinery. Generally, we provide
financing up to 80% of the purchase price for the new fixed assets and up to 70% of book value for
pre-owned fixed assets. In addition to business assets pledged as collateral, most commercial business
loans are personally guaranteed by the principal owner(s) of the borrower. Interest rates are adjustable,
indexed to a published prime rate of interest or fixed. At June 30, 2004, the Bank’s five largest
commercial business loans were $507,000, $380,000, $336,000, $320,000 and $311,000 and all such loans
were performing in accordance with their terms with the exception of the $320,000 credit which, as of
June 30, 2004, was deemed to be impaired and was on non-accrual status. The loan is secured by the
borrower’s principal residence and foreclosure proceedings have been initiated. The loan was written
down $633,000, to its current value of $320,000, during the fiscal year.

Generally, commercial business loans have been characterized as having higher risks associated
with them than single-family mortgage loans. We have hired individuals, experienced in this type of
lending, and have implemented policies and procedures which we deem to be prudent. As of June 30,
2004, the Bank had $698,000 of non-accrual commercial business loans compared to $360,000 at
June 30, 2003. Charge-offs of commercial business loans amounted to $658,000 during the year ended
June 30, 2004 compared to $103,000 in the year ended June 30, 2003.
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Other Consumer Lending Activities. In our efforts to provide a full range of financial services to
our customers, we offer various types of consumer loans primarily consisting of loans secured by
automobiles and to a much lesser extent deposit account loans, and unsecured personal loans. In
addition to originating consumer loans we facilitate the funding of student loans through our banking
offices in conjunction with American Education Services (“AES/PHEAA”). Consumer loans are
originated and facilitated primarily through existing and walk-in customers and direct advertising. At
June 30, 2004, $1.7 million, or 0.32% of our total loan portfolio consisted of these types of loans. This
compares to $2.3 million of consumer loans, or 0.55% of the total loan portfolio, at June 30, 2003.

Consumer loans, other than loans secured by deposit accounts, generally have higher interest rates
and shorter terms than residential loans, however they have additional credit risk due to the type of
collateral securing the loan or in some cases the absence of collateral. In the fiscal year ended June 30,
2004, there were charge-offs, net of recoveries totaling $10,000 related to other consumer loans. This
compares to $4,000 in net consumer loan charge-offs in the fiscal year ended June 30, 2003.

Asset Quality

General. As a part of our efforts to maintain asset quality, we have developed and implemented
an asset classification system in conjunction with federal regulations. All of our assets are subject to
this classification system. Loans are periodically reviewed and the classifications reviewed at least
quarterly by the Asset Quality Committee of the Board of Directors.

When a borrower fails to make a scheduled payment, we attempt to cure the delinquency by
making personal contact with the borrower. Initial contacts are generally made 16 days after the date
the payment is due. In most cases, delinquencies are promptly resolved. If the delinquency continues,
late charges are assessed and additional efforts are made to collect the deficiency. We generally work
with borrowers to resolve such problems, however, when the account becomes 90 days delinquent, we
institute foreclosure or other proceedings, as necessary, to minimize any potential loss.

On loans which we consider the collection of principal or interest payments doubtful, we cease the
accrual of interest income (“non-accrual” loans). On loans more than 90 days past due, as to principal
and interest payments, it is our policy to discontinue accruing additional interest and reverse any
interest currently accrued (unless we determine that the loan principal and interest are fully secured
and in the process of collection). On occasion, we may take this action earlier if the financial condition
of the borrower raises significant concern with regard to his/her ability to service the debt in
accordance with the terms of the loan. Interest income is not accrued on these loans until the
borrower’s financial condition and payment record demonstrate an ability to service the debt.

Real estate which we acquire as a result of foreclosure or deed-in-lieu of foreclosure is classified as
real estate owned until sold. Real estate owned is recorded at the lower of cost or fair value less
estimated selling cost. Costs associated with acquiring and improving a foreclosed property are usually
capitalized to the extent that the carrying value does not exceed fair value less estimated selling costs.
Holding costs are charged to expense. Gains and losses on the sale of real estate owned are reflected
in operations, as incurred.

11




Delinquent Loans. The following table sets forth information concerning delinquent loans at the
dates indicated. The amounts presented represent the total outstanding principal balances of the
related loans rather than the actual payment amounts that are past due.

At At
June 30, 2004 June 30, 2003

30 to 60 to 30 to 60 to
59 days 89 days 59 days 89 days

(Dollars in thousands)

Mortgage loans:

Single-family . . .. ..ot $ 8388 $254 $2218  $603
Commercial real estate and multi-family . . ................. — — 205 —
CONSITUCHION &« .+ v v v e e e e e e et e e e e e e — —_ — —
Home equity . ... ... o i 321 — 158 12
COonSUMET 10aNS .« . . v vttt et e e e e e e 4 30 — 1
Commercial business loans . .............ccu i, — — 1,203 104
Total loans receivable . ... ... .. ... e $1,213  $284  $3,784  $720

Loans delinquent 30 to 89 days amounted to $1.5 million at June 30, 2004 compared to
$4.5 million at June 30, 2003. Management continues to regularly monitor all delinquent loan activity.
Management does not consider the current level of delinquencies to be of any significant concern as,
based upon past experience, most loans, with the exception of commercial business loans, are expected
to return to fully performing status without going to non-accrual status. In any event, management
believes that these loans are adequately collateralized.

Non-Performing Assets. The following table sets forth information with respect to non-performing
assets we have identified, including non-accrual loans and other real estate owned. The decrease in
non-performing assets from $4.1 million at June 30, 2003 to $3.2 million at June 30, 2004 was the result
of decreases in non-accrual mortgage loans partially offset by an increase in non-accrual commercial
business loans.

At June 30,
2004 2003 2002 2001 2000
(Dollars in thousands)

Accruing loans 90 or more days past due

Mortgage loans .. . ...... ... $ — $37 $ — $ 42 $ 9
Commercial business loans . .. ................. — 147 200 — —
Other . ..o e 3 — — 49 —
Total accruing but 90 or more days pastdue......... 3 514 200 91 9
Nonaccrual loans
Mortgage loans:
Single-family ........... ... . . . i 568 1,064 1,897 1,485 828
Commercial real estate and multi-family ........ 48 48 1,179 675 140
Construction . ........ ..o — — — — —
Home equity . ....... ... .. 39 236 55 278 10
CONSUIMIET &« v ot et et it e et e et e e et e 16 7 104 151 19
Commercial business . . ...................... 698 360 724 966 250
Total nonaccrual loans. . . ... ...t 1,369 1,715 3,959 3,555 1,247
Performing troubled debt restructurings ... ......... 1,404 1,463 1,512 1,535 —
Total non-performing loans .. ................... 2,776 3,692 5,671 5,181 1,256
Other real estate owned, net . .. ................. 403 391 85 — —
Total non-performing assets . . .. ................. $3,179  $4,083 $5,756  §$5,181 $1,256
Non-performing loans to total loans . . . ............ 052% 088% 126% 1.13% 029%
Non-performing assets to total assets . ............. 034% 048% 0.76% 083% 0.22%




[ .

Classified and Criticized Assets. Federal regulations require that each insured institution classify
its assets on a regular basis. Furthermore, in connection with examinations of insured institutions,
federal examiners have authority to identify problem assets and, based upon their judgment, classify
them. There are three classifications for problem assets: “substandard,” “doubtful,” and “loss”.
Substandard assets have one or more defined weaknesses and are characterized by the distinct
possibility that the insured institution will sustain some loss if the deficiencies are not corrected.
Doubtful assets have weaknesses of substandard assets with the additional characteristic that the
weaknesses make collection or liquidation in full on the basis of current existing facts, conditions and
values, questionable, and there is a high probability of loss. An asset classified loss is considered
uncollectible and of such little value that continuance as an asset of the institution is not warranted.
Federal regulations also require another unclassified category designated “special mention” to be
established and maintained for assets that do not currently expose an insured institution to a sufficient
degree of risk to warrant classification as substandard, doubtful, or loss. At June 30, 2004, we had
$3.0 million of our assets classified as substandard, consisting of $1.7 million of multi-family and
commercial real estate loans, $637,000 of single-family mortgage loans, $545,000 of commercial business
loans and $39,000 of home equity loans, and no loans classified as doubtful or loss. This compares to
$13.3 million in assets classified as substandard, $28,000 classified as doubtful and no assets classified as
a loss, at June 30, 2003.

Allowance for Loan Losses. The allowance for loan losses is maintained at a level we believe is
adequate to cover known and inherent losses in the loan portfolio that are both probable and
reasonable to estimate at each reporting date. Our determination of the adequacy of the allowance is
based upon an evaluation of the portfolio, loss experience, current economic conditions, volume,
growth, composition of the portfolio, and other relevant factors. During the fiscal year ended June 30,
2002 we modified the methodology for calculating the allowance for loan loss based upon the guidance
provided by the SEC and the Federal Financial Institutions Examination Council (“FFIEC”). We
continue to use historical loss factors for each loan type and for loans that we consider higher risk for
all but single-family mortgage loans and guaranteed consumer loans, we now add a component for
factors that may not be included in the historical loss calculation. This component establishes a range
for factors such as, but not limited to, delinquency trends, asset classification trends and current
economic conditions. Management then assesses these conditions and establishes, to the best of its
ability, the allowance for loan loss from within the range calculated, based upon the facts known at that
time. At June 30, 2004, our allowance for loan loss was in the lower quartile of the range established
by this methodology and there exists no unallocated component. The methodology does not imply that
any portion of the allowance for loan loss is restricted, but the allowance for loan loss apphes to the
entire loan portfolio.

The allowance is increased by provisions for loan losses which are charges against income. As
shown in the table below, at June 30, 2004, our allowance for loan losses amounted to $5.2 million or




188.04% and 0.99% of our non-performing loans and total loans receivable less deferred fees,
respectively.

Year ended June 30,

2004 2003 2002 2001 2000
(Dollars in thousands)

Balance — beginning of period ... ........... .. .. $5,312  $4,626 $4313  $3905 $3,138
Plus: provisions for loan losses. .. ................ 426 1,034 1,212 7,856 706
Less: charge-offs for |

Mortgage loans ... .......i 58 284 12 18 51

Consumer 1oans. . ....oovviii i 11 4 173 72 31

Commercial business loans.. .. .. ............... 658 103 769 7,359 3
Total charge-offs . .. ......... .o 727 391 954 7,449 85
Plus: recoveries for

Mortgage loans ... ... 74 — — — 16

Consumer 10ans. . . ..o v i e e 1 — 11 1 —

Commercial business loans . . . ................. 134 43 44 — 130
Total TECOVETIES . v v v v v e e e oo et e e e e e e e 209 43 55 1 146
Balance —end of period . ........ ... ..l $5,220 85312 $4,626 $4,313  $3,905
Allowance for loan loss to total end of period non-

performing loans . . ... oo 188.04% 143.88% 81.57% 83.25% 310.91%
Charge-offs to average loans .. .................. 0.16% 008% 021% 165% 0.02%
Allowance for loan loss to end of period total loans less

deferred f6S . . o v vt i i i e 099% 127% 1.03% 094% 091%

Provisions for loan losses for the year ended June 30, 2004 were $426,000, a decline from
$1.0 million in the prior year. Net charge-offs increased from $348,000 in fiscal year 2003 to $518,000 in
fiscal year 2004. The primary reason for the decrease in the percent of the allowance for loan loss to
total loans was the combination of improved asset quality as measured by several factors including
classified assets and delinquency rates combined with a slightly different portfolio mix. We assess our
allowance for loan losses at least quarterly, and make any necessary provision for losses needed to
maintain our allowance for losses at a level deemed adequate. We believe that the allowance for loan
losses was adequate at June 30, 2004 to cover losses that are both probable and reasonably estimable
based upon the facts and circumstances known to us at that date.

Effective December 21, 1993, the OTS in conjunction with the Comptroller of the Currency, the
FDIC and the Federal Reserve Board issued a Policy Statement regarding a financial institution’s
allowance for loan and lease losses. The Policy Statement, which reflects the position of the regulatory
agencies and does not necessarily constitute generally accepted accounting principles, includes guidance
(i) on our responsibilities for the assessment and establishment of an adequate allowance; and (ii) for
the agencies’ examiners to use in evaluating the adequacy of such allowance and the policies used to
determine such allowance. The Policy Statement also sets forth quantitative measures for the allowance
with respect to assets classified substandard and doubtful and with respect to the remaining portion of
the institution’s portfolio. Specifically, the Policy Statement sets forth the following quantitative
measures which examiners may use to determine the reasonableness of an allowance: (i) 50% of the
portfolio that is classified doubtful; (ii) 15% of the portfolio classified substandard; and (iii) for the
portions of the portfolio that have not been classified (including loans designated special mention),
estimated credit losses over the upcoming twelve months based on facts and circumstances available as
of the evaluation date. While the Policy Statement sets forth this quantitative measure, such guidance is
not intended as a “floor” or “ceiling”. Our policy for establishing loan losses is consistent with the
Policy Statement. In July 2001, the SEC issued Staff Accounting Bulletin (“SAB”) No. 102, “Selected
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Loan Loss Allowance Methodology And Documentation Issues”. The guidance in the SAB was
effective immediately and focuses on the documentation the SEC staff normally expects registrants to
prepare and maintain in support of the allowance for loan losses. Concurrent with the SEC’s issuance
of SAB No. 102, the federal banking agencies, represented by the FFIEC issued an interagency policy
statement entitled “Allowance For Loan and Lease Loss Methodologies And Documentation For Banks
and Savings Institutions” (“FFIEC Policy Statement”). The SAB and FFIEC Policy Statement were the
result of an agreement between the SEC and the federal banking agencies in March 1999 to provide -
guidance on allowance for loan loss methodologies and supporting documentation. We believe to the
best of our knowledge that our documentation relating to the allowance for loan loss is consistent w1th
these pronouncements.

We have allocated the allowance for loan losses as shown in the table below into components by
loan types at year end. Due to a change in methodology there is no unallocated portion of the
allowance after June 30, 2001. Through such allocations, we do not intend to imply that actual future
charge-offs will necessanly follow the same pattern or that any portion of the allowance is restricted.

June 30, 2004 June 30, 2003 June 30, 2002 June 30, 2001 June 30, 2000 -
Percent of Percent of Percent of Percent of Percent of
loan type to loan type to loan type to loan type to loan type to

Amount total loans Amount total'loans Amount total loans Amount total loans Amount total loans

. (Dollars in thousands)
Mortgage loans:

Single-family .. ...... $ 155 34.15% § 161 31.40% $ 255 40.40%' $ 239 43.17% $ 591 48.04%
Commercial real estate
and multi-family . . . . . 2,345 34.12 2,705 37.14 2,239 29.90 1,454 28.00 1,230 23.86
Construction . ... .... 1,598 10.75 1,156 8.62 937 6.52 554 6.04 299 349
Home equity - .« .. .. 484 17.32 430 17.39 472 16.70 437 16.34 4382 16.81
Total mortgage loans . . . . . 4,582 96.34 4,452 9455 3,903 9352 ' 2,684 93.55 2,602 92.20
Consumer loans . . . .. ... 53 0.32 70 0.55 70 2.24 86 2.11 38 1.82
Commercial business loans . 585 3.34 790 4.90 653 4.24 656 434 382 5.98
Unallocated . . ........ — — — — — — 887 n/a 883 n/a
Total . ..., .. ... .. $5,220  100.00%  $5,312. 100.00%  $4,626  100.00%  $4,313  100.00%  $3,905 100.00%

Securities Activities

General. Our investment policy is designed, among other things, to assist us in our asset/liability
management strategies. It emphas1zes principal preservation, favorable returns, maintaining liquidity
and flexibility, and minimizing credit risk. The policy permits investments in US Government and
agency securities, investment grade corporate bonds and commercial paper, municipal bonds, various
types of mortgage-backed securities and collateralized mortgage obligations, certificates of deposit and
federal funds sold to financial institutions approved by our Board of Directors, and certain equity
investments and mutual funds.

_Currently, we are not participating in hedging programs, interest rate swaps, caps, collars or other
activities involving the use of off-balance sheet financial ‘derivatives. Also, we do not purchase
mortgage-backed derivative instruments that would be characterized “high-risk” under OTS regulations
at the time of purchase, nor do we purchase corporate obligations, which are not rated investment
grade.

In order to maintain a high degree of flexibility with our investment securities, prior to
January 2002, all of our investment securities were classified as Available For Sale (“AFS”) pursuant to
Statement of Financial Accounting Standards No. 115 (“SFAS No. 115”). In January 2002 we changed
the classification on our municipal bond portfolio from AFS to Held to Maturity (“HTM”). SFAS
No. 115 requires us to classify a security as AFS, HTM, or trading, at the time of acquisition. Securities
being classified as HTM must be purchased with the intent and ability to hold that security until its
final maturity, and can be sold prior to maturity only under rare circumstances. HTM securities are
accounted for based upon the historical cost of the security. AFS securities can be sold at any time
based upon our needs or judgment as to market changes. AFS securities are accounted for at fair
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value, unrealized gains and losses on these securities, net of income tax effects, are reflected in the
stockholders’ equity section of our Statement of Financial Condition. Subsequently, based upon our
asset/liability management strategies, at the time of purchase we designate securities as either AFS or
HTM.

‘Additionally, securities are evaluated periodically to determine whether a decline in their fair value
is other than temporary. Management utilizes criteria such as the magnitude and duration of the
decline, in addition to the reasons underlying the decline, to determine whether the loss in value is
other than temporary. The term “other than temporary” is not intended to indicate that the decline is
permanent, but indicates that the prospects for a near-term recovery of value is not necessarily
favorable, or that there is a lack of evidence to support realizable value equal to or greater than
carrying value of the investment. Once a decline in fair value is determined to be other than
temporary, the fair value of the security is reduced and reflected in the statement of income.

At June 30, 2004, our investment securities amounted to $336.7 million, or 36.10% of total assets.
This includes a $2.5 million unrealized loss, net of income tax, on those investment securities classified
as AFS. The portfolio consists of US government and agency securities, many with callable features and
agency and non-agency mortgage-backed pass-through securities, collateralized mortgage obligations,
municipal bonds, equity investments primarily in the FHLB of Pittsburgh, and mutual funds.

The following table sets forth information on the carrying value and the amortized cost of our
securities classified as held to maturity and available for sale at the dates indicated. ‘

At June 30,
2004 2003 2002
Amortized  Fair Amortized Fair Amortized Fair
Cost value Cost value Cost value

(Dollars in thousands)
Held to maturity: '

Municipal bonds. . .. .......... .. ... $ 18,132 § 18,183 § 17,320 $ 17,995 $ 13,973 §$ 14,117
US Gov't agency securities .. ......... 16,000 15,717 — — — —
CMOS .. 49,018 49,001 — — — —_
Mortgage-backed securities . . . ........ 15,363 15,500 — — R —
Total held to maturity ................ 98,513 98401 17,320 17,995 13,973 14,117
Amortized Carrying Amortized Carrying Amortized Carrying
Cost value Cost value Cost value

Available for sale:
FHILBstock...................... 12,203 12,203 9,252 9,252 5,042 5,042
Equity securities. .. ................ 9,188 9,079 6,477 6,410 4,472 4,421
US Gov’t agency securities .. ......... 75,031 73459 76,980 78,205 75,692 76,693
Mortgage-backed securities . . .. ....... 141,756 139,466 - 196,184 198,018 166,445 168,531
Total available forsale . ............... 238,178 234,207 288,893 291,885 251,651 254,687

Total securities . . ................... $336,691 $332,608 $306,213 $309,880 $265,624 $268,804

16




Mortgage-Backed Securities (“MBS”) and Collateralized Mortgage Obligations (“CMOs”). At
June 30, 2004, we had MBSs with a carrying value of $154.8 million and $49.0 million in CMOs compared
to $198.0 million in MBSs at June 30, 2003. We did not hold any CMOs at June 30, 2003. MBSs represent
a participation interest in a pool of single-family or multi-family mortgages. Mortgages are sold by various
originators to intermediaries (generally agencies of the US Government and government sponsored
enterprises) that pool and repackage the mortgages and sell participation interests in the pools to investors.
The servicer of the mortgage loan collects the principal and interest payments and passes those payments
through to the intermediary who then remits the payment to the investor. The US Government agencies
and government sponsored enterprises, primarily the Government National Mortgage Association
(“GNMA”), FNMA and FHILMC, guarantee the timely payment of principal and interest on these
securities. MBSs that are pooled by US Government or government sponsored enterprises are known as
agency mortgage-backed securities. Other private servicers may pool mortgages into similar pass-through
securities and are known as non-agency MBSs. These non-agency MBSs do not have the guaranteed timely
payment of principal and interest that an agency MBS has, and may also include loans that may not qualify
to be included in an agency MBS, for reasons such as, but not limited to, the size of the loan.

MBSs are issued in stated principal amounts and are backed by mortgage loans within a specific
interest rate range, but may have varying maturity dates. The undetlying pool of mortgages may be
comprised of either fixed-rate or adjustable-rate mortgage loans. Each MBS pool will also differ based
upon the actual level of prepayment experienced by the underlying mortgage loans.

At June 30, 2004, the weighted average life of our mortgage-backed securities was approximately
4.3 years, based upon our assumptions related to the future prepayments of the underlying mortgages.
Prepayments that are greater than those projected will shorten the remaining term of the security, while a
decrease in the amount of prepayments will lengthen the amount of time until the security matures,
Prepayments depend on many factors, including the type of mortgage, the coupon rate, the remaining
period until the loan matures or the rate is scheduled to reset, the geographic region, and the general level
of market interest rates. During periods of rising interest rates, if the coupon rates of the underlying
mortgages are less than prevailing market rates offered on mortgages, refinancings will decrease and
prepayments of the mortgages underlying the security will decline, Conversely, when market interest rates
are falling, and the coupon rate on the underlying mortgage exceeds the prevailing market interest rate for
mortgages offered, refinancings tend to increase which will increase the amount of prepayments of the
underlying mortgages. During the year ended June 30, 2004, prepayments on mortgage-backed securities
were $81.0 million compared to $60.3 million for the year ended June 30, 2003. This increase in
prepayments was primarily related to the general level of interest rates which has been favorable for
refinancing activity.

Our average yield on our MBS portfolio was 3.99% for the month ended June 30, 2004. This yield is
computed by decreasing/increasing the amount of interest income collected on the security by the
amortization/accretion of the premium/discount associated with the acquisition of the security. In
accordance with generally accepted accounting principles, premiums/discounts are amortized/accreted over
the estimated remaining life of the security. The yield on the security may vary if the prepayment
assumptions used to determine the remaining life differ from actual prepayment experiences. These
assumptions are reviewed on a periodic basis to reflect actual prepayments.

CMOs are securities which are structured from a pool of MBSs or whole loans. The structuring results
in sectors which are known as tranches having different cash flow requirements and interest rates. Although
still subject to préepayments, this structuring into tranches provides a more predictable cash flow to the
bondholder.

US Government and Government Agency Securities and Municipal Bonds. At June 30, 2004, we had
$89.5 million, which includes approximately $1.9 million in unrealized losses, in securities issued by US
Government and US government agencies, primarily the FHLB, FNMA, FHLMC and the Federal Farm
Credit Bank compared to $78.2 million, which includes approximately $1.2 million in unrealized gains, at
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June 30, 2003. Most of these securities have call features that allow the issuer to redeem these securities at
par value prior to their stated maturity. Generally, if the prevailing market interest rate on new issue
callable agency securities with similar maturities exceeds the coupon rate of the security with the call
feature, the call will not be exercised. Conversely, if the prevailing market interest rate for new issue agency
callable securities with similar maturities is below the coupon rate of the security with the call feature, the
call will be exercised and the bond will be redeemed. When calls are exercised and bonds redeemed prior
to their maturity, we face the risk of re-investing those proceeds into other investments with lower yields or
longer terms.

Our Municipal bonds were classified as held to maturity at June 30, 2004 and are recorded at an
amortized cost basis of $18.1 million which approximates fair value. The fair value and amortized cost of
these securities at June 30, 2003 was $18.0 and $17.3 million, respectively. These municipal bonds include
issues from various townships and school districts located in Pennsylvania.

The following table sets forth certain information regarding the contractual maturities (without regard
to any call provisions) of the carrying value of our US government agency securities and municipal bonds at
June 30, 2004. The yields on tax-exempt bonds have not been adjusted to taxable equivalent yield.

Carrying  Average

value yield
(Dollars in
thousands)
Maturing in:
One year Orless ... vt i $ 1,600 3.16%
Onetofiveyears ... ...ovvvii i, R 82,286  3.38
Five tOten Years . . . . oo it e e 10,078 4.37
(00 o s 1 =T ¢ 15,199 4.68
0 1 .. $109,163 65%

Other Investments. Other than MBSs and US Government and government agency securities and
municipal bonds, we have investments in various equity securities and mutual funds. At June 30, 2004,
$15.4 million was invested in equity securities and $6.0 million was invested in mutual funds. The equity
securities include stock in the FHLB of Pittsburgh and equity securities of several publicly traded
companies. FHLB stock at June 30, 2004 was $12.2 million and the other equity investments amounted to
$3.2 million. The mutual fund investment of $6.0 million is backed primarily by investments in
adjustable-rate mortgage-backed securities and other investments authorized by our investment policy.

Sources of Funds

General. Deposits are the primary source of funds for our lending and investment activities. In
addition to deposits, we obtain funds from the amortization and prepayments on our loan and mortgage-
backed security portfolio, maturities of investments, and borrowings. Scheduled loan amortization is a
relatively stable source of funds. However, competition and the general level of interest rates and market
conditions significantly influence deposit inflows and outflows. Borrowings may be used on a short-term
basis to compensate for reductions in other funding sources. On a longer-term basis, borrowings may be
used for general business purposes. ‘

Deposits

As shown in the table below, during the year ended June 30, 2004, our core deposit accounts (which
we consider to be all deposits other than our certificate accounts) increased to 53.6% of total deposits from
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48.9% of deposits while our certificates of deposit fell as a percentage of total deposits from 51.1% to
46.3% at June 30, 2003.

At June 30,
2004 2003
Percent of Percent of
Amount fotal . Amount total
(Dollars in thousands)
Savings accounts (passbooks, statements and clubs) ........ $ 91,879 152% $ 86,447 14.7%
Money market acCOUNLS . . . v o vv v v 99,455 16.5 79,280 13.5
Certificates of deposit. . . . ... ovi i 279,534 46.3 299,794 51.1
Checking accounts:
Interest-bearing . .. .. ... ..o 56,350 9.3 51,541 8.8
Non-interest-bearing . .. ...... ... L 75,897 12.6 69,581 119
dotal. . . e e $603,115 100.0% $586,643 100.0%

During the year ended June 30, 2004, our total deposits increased by $16.5 million or 2.8% compared
to an increase of $56.9 million, or 10.7% for the year ended June 30, 2003.

Year ended June 30,

2004 2003 2002
(Dollars in thousands)
Beginning balance . . . ........ ... .. L $586,643  $529,752  $497,030
Net increase in deposits . . . .. ... 7,981 45,268 16,979
Interest credited . . ... .. ... . 8,491 11,623 15,743
Total increase in deposits . . .. ... .. L., 16,472 56,891 32,722
Ending balance . . ......... .. ... .. .. $603,115 $586,643  $529,752

The following table sets forth by various interest rate categories, the amount of our certificates of
deposit at the dates indicated.
At June 30,
2004 2003
{Dollars in thousands)

Interest rates:

from 0.00% t0 2.99% . . . . .o $213,934 $181,942
from3.00% t03.99% . . . . 38,093 56,897
from 4.00% t0 4.99% . . . .. 25,869 43,394
from 5.00% t0 6.99% . . . .t 1,638 17,101
TOO% and OVET . . . vt e e e _— 460
Total . . o $279,534  $299,794

Shown below are the amount and remaining term to maturity for our certificates of deposit as of
June 30, 2004.

Amounts maturing in

Over six

months Over one Over two
Six months  through one  year through- years through  Over three
Interest rates: or less year two years three years years
(Dollars in thousands)
from0.00% t0299% . .............. $104,381  $79,604 $16,531 $ 4,933 $ 8,485
from3.00% t0399% ............... 17,855 3,245 3,561 8,248 5,184
from400% t04.99% .. ............. 14,811 1,021 3,637 3,843 2,557
from 5.00% t0599% .. ............. 405 60 152 — 8
600% andover ................... 239 249 387 26 112

Total ... $137,691  $84,179 $24,268 $17,050 $16,346




At June 30, 2004 the total amount of our outstanding certificates of deposit in amounts greater than
or equal to $100,000 was $52.4 million. The following table provides information regarding the maturity of
these certificates of deposit.

Amounts maturing in

Over three Over six
months months
Three months through six through one Over one
or less months year year Total
(Dollars in thousands)
$10,816 $15,783 $18,357 $7.417 $52,373

Borrowings.

We use outside borrowings to supplement our funding needs. We also use borrowings in revenue
enhancement programs that allow us to take advantage of arbitrage opportunities when investment returns
exceed the cost of borrowings. At June 30, 2004 we had $206.2 million in borrowings outstanding, all of
which were from the FHLB of Pittsburgh. Advances from the FHLB of Pittsburgh are secured by our
investment in FHLB stock and a portion of our residential mortgage loan portfolio. The FHLB of
Pittsburgh provides an array of borrowing programs which include: fixed or variable rate programs; various
fixed terms ranging from overnight to 20 years; and other programs that have callable or putable features
attached to them. We intend to continue to utilize borrowings in the future as an alternative source of
funds. At June 30, 2004, we also have access to a line of credit amounting to $28.0 million from other
financial intermediaries.

The following table sets forth certain information regarding our outside borrowings for the periods
indicated.

At or for the year ended
June 30, 2004  June 30, 2003
(Dollars in thousands)

FHLB advances:

Average balance outstanding for the period .......... $147.842 $129,633
Maximum outstanding at any monthend ............ 206,168 139,132
Balance outstanding at end of the period ............ 206,168 132,557
Average interest rate for the period . .. ............. 3.92% 4.57%
Interest rate at the end of the period . . .. ........... 3.56% 3.84%

At June 30, 2004 the maturity of our FHLB advances ranged from July 2004 to October 2018. Certain
advances also require monthly payments of principal. At June 30, 2004, $114.5 million of FHLB advances
were callable at the option of the FHLB within certain parameters, of which $53.5 million could be called
within one year. Of the of FHLB advances that are callable at the discretion of the FHLB, $37.5 million of
these advances could be called only if an index exceeded a specific pre-determined rate.

Subsidiaries. Willow Grove Bank, a federally chartered stock savings bank, is the wholly owned
subsidiary of Willow Grove Bancorp, Inc. The Bank has two direct subsidiaries, Willow Grove Investment
Corporation (“WGIC”)and Willow Grove Insurance Agency (the “Agency”). WGIC is a Delaware
corporation formed in 2000 to hold and manage certain securities investments of the Bank. At June 30,
2004, assets under management at WGIC totaled $172.6 million. The Agency, formed in May 2003, is a
Pennsylvania limited liability company that conducts fixed rate annuity transactions for the Bank.

Employees. At June 30, 2004, we had 179 full-time employees and 67 part-time employees. None of
our employees are represented by a collective bargaining group, and we believe that our relationship with
our employees is good.
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REGULATION

Set forth below is a brief description of certain laws and regulations which are applicable to Willow
Grove Bancorp and Willow Grove Bank. The description of these laws and regulations, as well as
descriptions of laws and regulations contained elsewhere herein, does not purport to be complete and
is qualified in its entirety by reference to the applicable laws and regulations.

General

Willow Grove Bank, as a federally chartered savings institution, is subject to federal regulation and
oversight by the Office of Thrift Supervision extending to all aspects of its operations. Willow Grove
Bank also is subject to regulation and examination by the Federal Deposit Insurance Corporation,
which insures the deposits of Willow Grove Bank to the maximum extent permitted by law, and
requirements established by the Federal Reserve Board. Federally chartered savings institutions are
required to file periodic reports with the Office of Thrift Supervision and are subject to periodic
examinations by the Office of Thrift Supervision and the Federal Deposit Insurance Corporation. The
investment and lending authority of savings institutions is prescribed by federal laws and regulations,
and such institutions are prohibited from engaging in any activities not permitted by such laws and
regulations. Such regulation and supervision primarily is intended for the protection of depositors and
not for the purpose of protecting stockholders.

The Office of Thrift Supervision regularly examines Willow Grove Bank and prepares reports for
consideration by its Board of Directors on any deficiencies that it may find in the bank’s operations.
The Federal Deposit Insurance Corporation also has the authority to examine Willow Grove Bank in
its role as the administrator of the Savings Association Insurance Fund. Willow Grove Bank’s
relationship with its depositors and borrowers also is regulated to a great extent by both federal and, to
a lesser extent, state laws, especially in such matters as the ownership of savings accounts and the form
and content of Willow Grove Bank’s mortgage requirements, The Office of Thrift Supervision’s
enforcement authority over all savings institutions and their holding companies includes, among other
things, the ability to assess civil money penalties, to issue cease and desist or removal orders and to
initiate injunctive actions. In general, these enforcement actions may be initiated for violations of laws
and regulations and unsafe or unsound practices. Other actions or inactions may provide the basis for
enforcement action, including misleading or untimely reports filed with the Office of Thrift Supervision.
Any change in such laws or regulations, whether by the Federal Deposit Insurance Corporation, Office
of Thrift Supervision or Congress, could have a material adverse impact on us and Willow Grove Bank
and our operations.

Willow Grove Bancorp, Inc.

Willow Grove Bancorp is a registered savings and loan holding company under Section 10 of the
Home Owners’ Loan Act, as amended and subject to Office of Thrift Supervision examination and
supervision as well as certain reporting requirements. In addition, because Willow Grove Bank’s
deposits are insured by the Savings Association Insurance Fund maintained by the Federal Deposit
Insurance Corporation, Willow Grove Bank is subject to certain restrictions in dealing with us and with
other persons affiliated with the Bank.

Generally, the Home Owners’ Loan Act prohibits a savings and loan holding company, such as us,
directly or indirectly, from (1) acquiring control (as defined) of a savings institution (or holding
company thereof) without prior Office of Thrift Supervision approval, (2) acquiring more than 5% of
the voting shares of a savings institution (or holding company thereof) which is not a subsidiary, subject
to certain exceptions, without prior Office of Thrift Supervision approval, or (3) acquiring through a
merger, consolidation or purchase of assets of another savings institution (or holding company thereof)
or acquiring all or substantially all of the assets of another savings institution (or holding company




thereof) without prior Office of Thrift Supervision approval or (4) acquiring control of an uninsured
institution. A savings and loan holding company may not acquire as a separate subsidiary a savings
institution which has its principal offices outside of the state where the principal offices of its subsidiary
institution is located, except (a) in the case of certain emergency acquisitions approved by the Federal
Deposit Insurance Corporation, (b) if the holding company controlled (as defined) such savings
institution as of March 5, 1987 or (c) when the laws of the state in which the savings institution to be
acquired is located specifically authorize such an acquisition. No director or officer of a savings and
loan holding company or person owning or controlling more than 25% of such holding company’s
voting shares may, except with the prior approval of the Office of Thrift Supervision, acquire control of
any savings institution which is not a subsidiary of such holding company.

Willow Grove Bank

Insurance of Accounts. The deposits of Willow Grove Bank are insured to the maximum extent
permitted by the Savings Association Insurance Fund, which is administered by the Federal Deposit
Insurance Corporation, and are backed by the full faith and credit of the U.S. Government. As insurer,
the Federal Deposit Insurance Corporation is authorized to conduct examinations of, and to require ‘
reporting by, insured institutions. It also may prohibit any insured institution from engaging in any
activity the Federal Deposit Insurance Corporation determines by regulation or order to pose a serious i
threat to the Federal Deposit Insurance Corporation. The Federal Deposit Insurance Corporation also
has the authority to initiate enforcement actions against savings institutions, after giving the Office of
Thrift Supervision an opportunity to take such action.

Under current Federal Deposit Insurance Corporation regulations, Savings Association Insurance
Fund-insured institutions are assigned to one of three capital groups which are based solely on the level
of an institution’s capital—“well capitalized,” “adequately capitalized,” and “undercapitalized”—which
are defined in the same manner as the regulations establishing the prompt corrective action system
discussed below. These three groups are then divided into three subgroups which reflect varying levels
of supervisory concern, from those which are considered to be healthy to those which are considered to
be of substantial supervisory concern. The matrix so created results in nine assessment risk
classifications, with rates during the last six months of 2001 ranging from zero for well capitalized,
healthy institutions, such as Willow Grove Bank, to 27 basis points for undercapitalized institutions with
substantial supervisory concerns.

In addition, all institutions with deposits insured by the Federal Deposit Insurance Corporation are
required to pay assessments to fund interest payments on bonds issued by the Financing Corporation, a
mixed-ownership government corporation established to recapitalize the predecessor to the Savings
Association Insurance Fund. The assessment rate for the second quarter of 2004 was .0154% of insured
deposits and is adjusted quarterly. These assessments will continue until the Financing Corporation
bonds mature in 2019.

The Federal Deposit Insurance Corporation may terminate the deposit insurance of any insured
depository institution, including Willow Grove Bank, if it determines after a hearing that the institution
has engaged or is engaging in unsafe or unsound practices, is in an unsafe or unsound condition to
continue operations, or has violated any applicable law, regulation, order or any condition imposed by
an agreement with the Federal Deposit Insurance Corporation. It also may suspend deposit insurance
temporarily during the hearing process for the permanent termination of insurance, if the institution
has no tangible capital. If insurance of accounts is terminated, the accounts at the institution at the
time of the termination, less subsequent withdrawals, shall continue to be insured for a period of six
months to two years, as determined by the Federal Deposit Insurance Corporation. Management is
aware of no existing circumstances which would result in termination of Willow Grove Bank’s deposit
insurance.
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Regulatory Capital Requirements. The Office of Thrift Supervision capital requirements consist
of a “tangible capital requirement,” a “leverage capital requirement” and a “risk-based capital
requirement.” The Office of Thrift Supervision is authorized to impose capital requirements in excess
of those standards on individual institutions on a case-by-case basis.

Under the tangible capital requirement, a savings bank must maintain tangible capital in an
amount equal to at least 1.5% of adjusted total assets. Tangible capital is defined as core capital less all
intangible assets (including supervisory goodwill), plus a-specified amount of purchased mortgage
servicing rights.

Under the leverage capital requirement adopted by the Office of Thrift Supervision, savings banks
must maintain “core capital” in an amount equal to at least 3.0% of adjusted total assets. Core capital
is defined as common stockholders’ equity (including retained earnings), non-cumulative perpetual
preferred stock, and minority interests in the equity accounts of consolidated subsidiaries, plus
purchased mortgage servicing rights valued at the lower of 90% of fair market value, 90% of original
cost or the current amortized book value as determined under generally accepted accounting principles,
and “qualifying supervisory goodwill,” less non-qualifying intangible assets.

Under the risk-based capital requirement, a savings bank must maintain total capital (which is
defined as core capital plus supplementary capital) equal to at least 8.0% of risk-weighted assets. A
savings bank must calculate its risk-weighted assets by multiplying each asset and off-balance sheet item
by various risk factors, which range from 0% for cash and securities issued by the United States
Government or its agencies to 100% for repossessed assets or loans more than 90 days past due.
Qualifying one- to-four family residential real estate loans and qualifying multi-family residential real
estate loans (not more than 90 days delinquent and having an 80% or lower loan-to-value ratio), which
at June 30, 2004, represented 47.2% of the total loans receivable of Willow Grove Bank, are weighted
at a 50% risk factor. Supplementary capital may include, among other items, cumulative perpetual
preferred stock, perpetual subordinated debt, mandatory convertible subordinated debt,
intermediate-term preferred stock, and general allowances for loan losses. The allowance for loan losses
includable in supplementary capital is limited to 1.25% of risk-weighted assets. The amount of
supplementary capital that can be included is limited to 100% of core capital.

Certain exclusions from capital and assets are required to be made for the purpose of calculating
total capital, in addition to the adjustments required for calculating core capital. Such exclusions consist
of equity investments (as defined by regulation) and that portion of land loans and non-residential
construction loans in excess of an 80% loan-to-value ratio and reciprocal holdings of qualifying capital
instruments. However, in calculating regulatory capital, institutions can add back unrealized losses and
deduct unrealized gains net of taxes, on debt securities reported as a separate component of capital
calculated according to generally accepted accounting principles.

Office of Thrift Supervision regulations -establish special capitalization requirements for savings
banks that own service corporations and other subsidiaries, including subsidiary savings banks.
According to these regulations, certain subsidiaries are consolidated for capital purposes and others are
excluded from assets and capital. In determining compliance with the capital requirements, ail
subsidiaries engaged solely in activities permissible for national banks, engaged solely in mortgage-
banking activities, or engaged in certain other activities solely as agent for its customers are
“includable” subsidiaries that are consolidated for capital purposes in proportion to Willow Grove
Bank’s level of ownership, including the assets of includable subsidiaries in which Willow Grove Bank
has a minority interest that is not consolidated for generally accepted accounting principles purposes.
For excludable subsidiaries, the debt and equity investments in such subsidiaries are deducted from
assets and capital. At June 30, 2004, Willow Grove Bank had no investments subject to a deduction
from tangible capital.
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Under currently applicable Office of Thrift Supervision policy, savings institutions must value
securities available for sale at amortized cost for regulatory capital purposes. This means that in
computing regulatory capital, savings institutions should add back any unrealized losses and deduct any
unrealized gains, net of income taxes, on debt securities reported as a separate component of capital
calculated according to generally accepted accounting principles.

At June 30, 2004, Willow Grove Bank exceeded all of its regulatory capital requirements, with
tangible, core and risk-based capital ratios of 9.5%, 9.5% and 17.7%, respectively.

The Office of Thrift Supervision and the Federal Deposit Insurance Corporation generally are
authorized to take enforcement action against a savings bank that fails to meet its capital requirements,
which action may include restrictions on operations and banking activities, the imposition of a capital
directive, a cease-and-desist order, civil money penalties or harsher measures such as the appointment
of a receiver or conservator or a forced merger into another institution. In addition, under current
regulatory policy, a savings bank that fails to meet its capital requirements is prohibited from paying
any dividends.

Prompt Corrective Action. Under the Federal Deposit Insurance Corporation Improvement Act
of 1991, the federal banking regulators are required to take prompt corrective action if an insured
depository institution fails to satisfy certain minimum capital requirements, including a leverage limit, a
risk-based capital requirement, and any other measure of capital deemed appropriate by the federal
banking regulator for measuring the capital adequacy of an insured depository institution. All
institutions, regardless of their capital levels, are restricted from making any capital distribution or
paying management fees if the institution would thereafter fail to satisfy the minimum levels for any of
its capital requirements.

Under the Federal Deposit Insurance Corporation Improvement Act an institution is deemed to be
(a) “well capitalized” if it has total risk-based capital of 10.0% or more, has a Tier 1 risk-based capital
ratio of 6.0% or more, has a Tier 1 leverage capital ratio of 5.0% or more and is not subject to any
order or final capital directive to meet and maintain a specific capital level for any capital measure,
(b) “adequately capitalized” if it has a total risk-based capital ratio of 8.0% or more, a Tier 1
risk-based capital ratio of 4.0% or more and a Tier 1 leverage capital ratio of 4.0% or more (3.0%
under certain circumstances) and does not meet the definition of “well capitalized,”
(¢) “undercapitalized” if it has a total risk-based capital ratio that is less than 8.0%, a Tier 1 risk-based
capital ratio that is less than 4.0% or a Tier 1 leverage capital ratio that is less than 4.0% (3.0% under
certain circumstances), (d) “significantly undercapitalized” if it has a total risk-based capital ratio that
is less than 6.0%, a Tier 1 risk-based capital ratio that is less than 3.0% or a Tier 1 leverage capital
ratio that is less than 3.0%, and (¢) “critically undercapitalized” if it has a ratio of tangible equity to
total assets that is equal to or less than 2.0%. Under specified circumstances, a federal banking agency
may reclassify a well capitalized institution as adequately capitalized and may require an adequately
capitalized institution or an undercapitalized institution to comply with supervisory actions as if it were
in the next lower category (except that the Federal Deposit Insurance Corporation may not reclassify a
significantly undercapitalized institution as critically undercapitalized).

An institution generally must file a written capital restoration plan which meets specified
requirements with its appropriate federal banking agency within 45 days of the date that the institution
receives notice or is deemed to have notice that it is undercapitalized, significantly undercapitalized or
critically undercapitalized. A federal banking agency must provide the institution with written notice of
approval or disapproval within 60 days after receiving a capital restoration plan, subject to extensions
by the agency. An institution which is required to submit a capital restoration plan must concurrently
submit a performance guaranty by each company that controls the institution. In addition,
undercapitalized institutions are subject to various regulatory restrictions, and the appropriate federal
banking agency also may take any number of discretionary supervisory actions.
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At June 30,. 2004, Willow Grove Bank was in the “well capitalized” category for purposes of the
above regulations.

Safety and Soundness Guidelines. The Office of Thrift Supervision and the other federal bank
regulatory agencies have established guidelines for safety and soundness, addressing operational and
managerial standards, as well as compensation matters for insured financial institutions. Institutions
failing to meet these standards may be required to submit compliance plans to their appropriate federal
regulators. The Office of Thrift Supervision and the other agencies have also established guidelines
regarding asset quality and earnings standards for insured institutions. Willow Grove Bank believes that
it is in compliance with these guidelines and standards.

Capital Distributions. Office of Thrift Supervision regulations govern capital distributions by
savings institutions, which include cash dividends, stock repurchases and other transactions charged to
the capital account of a savings institution to make capital distributions. A savings institution must file
an application for Office of Thrift Supervision approval of the capital distribution if any of the
following occur or would occur as a result of the capital distribution (1) the total capital distributions
for the applicable calendar year exceed the sum of the institution’s net income for that year to date
plus the institution’s retained net income for the preceding two years, (2) the institution would not be
at least adequately capitalized following the distribution, (3) the distribution would violate any
applicable statute, regulation, agreement or Office of Thrift Supervision-imposed condition, or (4) the
institution is not eligible for expedited treatment of its filings. If an application is not required to be
filed, savings institutions which are a subsidiary of a holding company (as well as certain other
institutions) must still file a notice with the Office of Thrift Supervision at least 30 days before the
board of directors declares a dividend or approves a capital distribution.

Branching by Federal Savings Institutions. Office of Thrift Supervision policy permits interstate
branching to the full extent permitted by statute (which is essentially unlimited). Generally, federal law
prohibits federal savings institutions from establishing, retaining or operating a branch outside the state
in which the federal institution has its home office unless the institution meets the IRS’ domestic
building and loan test (generally, 60% of a thrift’s assets must be housing-related) (“IRS Test”). The
IRS Test requirement does not apply if: (a) the branch(es) result(s) from an emergency acquisition of a
troubled savings institution (however, if the troubled savings institution is acquired by a bank holding
company, does not have its home office in the state of the bank holding company bank subsidiary and
does not qualify under the IRS Test, its branching is limited to the branching laws for state-chartered
banks in the state where the savings institution is located); (b) the law of the state where the branch
would be located would permit the branch to be established if the federal savings institution were
chartered by the state in which its home office is located; or (c) the branch was operated lawfully as a
branch under state law prior to the savings institution’s reorganization to a federal charter.

Furthermore, the Office of Thrift Supervision will evaluate a branching applicant’s record of
compliance with the Community Reinvestment Act of 1977. An unsatisfactory Community
Reinvestment Act record may be the basis for denial of a branching application.

Community Reinvestment Act and the Fair Lending Laws. Savings institutions have a
responsibility under the Community Reinvestment Act and related regulations of the Office of Thrift
Supervision to help meet the credit needs of their communities, including low- and moderate-income
neighborhoods. In addition, the Equal Credit Opportunity Act and the Fair Housing Act prohibit
lenders from discriminating in their lending practices on the basis of characteristics specified in those
statutes. An institution’s failure to comply with the provisions of the Community Reinvestment Act
could, at a minimum, result in regulatory restrictions on its activities, and failure to comply with the
fair lending laws could result in enforcement actions by the Office of Thrift Supervision, as well as
other federal regulatory agencies and the Department of Justice.
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* Qualified Thrift Lender Test. All savings institutions are required to meet a qualified thrift lender
test to avoid certain restrictions on their operations. Under Section 2303 of the Economic Growth and
Regulatory Paperwork Reduction Act of 1996, a savings institution can comply with the qualified thrift
lender test by either qualifying as a domestic building and loan bank as defined in Section 7701(a)(19)
of the Internal Revenue Code or by meeting the second prong of the qualified thrift lender test set
forth in Section 10(m) of the Home Owner’s Loan Act. A savings institution that does not meet the
qualified thrift lender test must either convert to a bank charter or comply with the following
restrictions on its operations: (a) the institution may not engage in any new activity or make any new
investment, directly or indirectly, unless such activity or investment is permissible for a national bank;
(b) the branching powers of the institution shall be restricted to those of a national bank; (c) the
institution shall not be eligible to obtain any new advances from its Federal Home Loan Bank, other
than special liquidity advances with the approval of the Office of Thrift Supervision; and (d) payment
of dividends by the institution shall be subject to the rules regarding payment of dividends by a national
bank. Upon the expiration of three years from the date the savings institution ceases to be a qualified
thrift lender, it must cease any activity and not retain any investment not permissible for a national
bank and immediately repay any outstanding Federal Home Loan Bank advances (subject to safety and
soundness considerations).

Currently, the portion of the qualified thrift lender test that is based on Section 10(m) of the
Home Owners’ Loan Act rather than the Internal Revenue Code requires that 65% of an institution’s
“portfolio assets” (as defined) consist of certain housing and consumer-related assets on a monthly
average basis in nine out of every 12 months. Assets that qualify without limit for inclusion as part of
the 65% requirement are loans made to purchase, refinance, construct, improve or repair domestic
residential housing and manufactured housing; home equity loans; mortgage-backed securities (where
the mortgages are secured by domestic residential housing or manufactured housing); stock issued by
the Federal Home Loan Bank of Pittsburgh; and direct or indirect obligations of the Federal Deposit
Insurance Corporation. Small business loans, credit card loans and student loans are also included
without limitation as qualified investments. In addition, the following assets, among others, may be
included in meeting the test subject to an overall limit of 20% of the savings institution’s portfolio
assets: 50% of residential mortgage loans originated and sold within 90 days of origination; 100% of
loans for personal, family and household purposes (other than credit card loans and educational loans);
and stock issued by Fannie Mae or Freddie Mac. Portfolio assets consist of total assets minus the sum
of (a) goodwill and other intangible assets, (b) property used by the savings institution to conduct its
business, and (c) liquid assets up to 20% of the institution’s total assets. At June 30, 2004,
approximately 97.3% of the portfolio assets of Willow Grove Bank were qualified thrift investments.

Federal Home Loan Bank System. Willow Grove Bank is a member of the Federal Home Loan
Bank of Pittsburgh, which is one of 12 regional Federal Home Loan Banks that administer the home
financing credit function of savings institutions. Each Federal Home Loan Bank serves as a reserve or
central bank for its members within its assigned region. It is funded primarily from proceeds derived
from the sale of consolidated obligations of the Federal Home Loan Bank System. It makes loans to
members (i.e., advances) in accordance with policies and procedures established by its board of
directors. At June 30, 2004, Willow Grove Bank had $206.2 million of Federal Home Loan Bank
advances.

As a member, Willow Grove Bank is required to purchase and maintain stock in the Federal
Home Loan Bank of Pittsburgh in an amount equal to at least 1% of its aggregate unpaid residential
mortgage loans, home purchase contracts or similar obligations at the beginning of each year or 5% of
the members’ aggregate amount of outstanding advances and 0.7% of the members’ unused borrowing
capacity. At June 30, 2004, Willow Grove Bank had $12.2 million in stock of the Federal Home Loan
Bank of Pittsburgh, which was in compliance with this requirement,

26




The Federal Home Loan Banks are required to provide funds for the resolution of troubled
savings institutions and to contribute to affordable housing programs through direct loans or interest
subsidies on advances targeted for community investment and low- and moderate-income housing
projects. These contributions have adversely affected the level of Federal Home Loan Bank dividends
paid and could continue to do so in the future and could also result in the Federal Home Loan Banks
imposing higher interest rates on advances to members. These contributions also could have an adverse
effect on the value of Federal Home Loan Bank stock in the future.

Federal Reserve System. Federal Reserve Board regulations require all depository institutions to
maintain non-interest earning reserves against their transaction accounts (primarily NOW and Super
NOW checking accounts) and non-personal time deposits. At June 30, 2004, Willow Grove Bank was in
compliance with these reserve requirements. The balances maintained to meet the reserve requirements
imposed by the Federal Reserve Board may be used to satisfy liquidity requirements that may be
imposed by the Office of Thrift Supervision.

Savings banks are authorized to borrow from a Federal Reserve Bank “discount window,” but
Federal Reserve Board regulations require savings banks to exhaust other reasonable alternative
sources of funds, including Federal Home Loan Bank advances, before borrowing from a Federal
Reserve Bank.

Affiliate Restrictions. Section 11 of the Home Owners’ Loan Act provides that transactions
between an insured subsidiary of a holding company and an affiliate thereof will be subject to the
restrictions that apply to transactions between banks that are members of the Federal Reserve System
and their affiliates pursuant to Sections 23A and 23B of the Federal Reserve Act.

Generally, Sections 23A and 23B and Office of Thrift Supervision regulations issued in connection
therewith limit the extent to which a savings institution or its subsidiaries may engage in certain
“covered transactions” with affiliates to an amount equal to 10% of the institution’s capital and surplus,
in the case of covered transactions with any one affiliate, and to an amount equal to 20% of such
capital and surplus, in the case of covered transactions with all affiliates. Section 23B applies to
“covered transactions” and certain other transactions and requires that all such transactions be on
terms and under circumstances that are substantially the same, or at least as favorable to the savings
institution or its subsidiary, as those prevailing at the time for comparable transactions with
nonaffiliated companies. A “covered transaction” is defined to include a loan or extension of credit to
an affiliate; a purchase of investment securities issued by an affiliate; a purchase of assets from an
affiliate, with certain exceptions; the acceptance of securities issued by an affiliate as collateral for a
loan or extension of credit to any party; or the issuance of a guarantee, acceptance or letter of credit
on behalf of an affiliate. Section 23B transactions also apply to the provision of services and the sale of
assets by a savings association to an affiliate.

In addition, under Office of Thrift Supervision regulations, a savings institution may not make a
loan or extension of credit to an affiliate unless the affiliate is engaged only in activities permissible for
bank holding companies; a savings institution may not purchase or invest in securities of an affiliate
other than shares of a subsidiary; a savings institution and its subsidiaries may not purchase a
low-quality asset from an affiliate; and covered transactions and certain other transactions between a
savings institution or its subsidiaries and an affiliate must be on terms and conditions that are
consistent with safe and sound banking practices. With certain exceptions, each loan or extension of
credit by a savings institution to an affiliate must be secured by collateral with a market value ranging
from 100% to 130% (depending on the type of collateral) of the amount of the loan or extension of
credit. ' :

The Office of Thrift Supervision regulation generally excludes all non-bank and non-savings
institution subsidiaries of savings institutions from treatment as affiliates, except to the extent that the
Office of Thrift Supervision or the Federal Reserve Board decides to treat such subsidiaries as
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affiliates. The regulation also requires savings institutions to make and retain records that reflect
affiliate transactions in reasonable detail, and provides that certain classes of savings institutions may be
required to give the Office of Thrift Supervision prior notice of affiliate transactions.

Federal Securities Law

Our common stock is registered with the SEC under the Securities Exchange Act of 1934, as
amended. We are subject to the information, proxy solicitation, insider trading restrictions and other
requirements of the Securities Exchange Act of 1934, as amended.

Sarbanes-Oxley Act of 2002

On July 30, 2002, the President signed into law the Sarbanes-Oxley Act of 2002 implementing
legislative reforms intended to address corporate and accounting fraud. In addition to the establishment
of a new accounting oversight board which will enforce auditing, quality control and independence
standards and will be funded by fees from all publicly traded companies, the Sarbanes-Oxley Act
restricts provision of both auditing and consulting services by accounting firms. To ensure auditor
independence, any non-audit services being provided to an audit client will require preapproval by the
company’s audit committee members. In addition, the audit partners must be rotated. The Sarbanes-
Oxley Act requires chief executive officers and chief financial officers, or their equivalent, to certify to
the accuracy of periodic reports filed with the SEC, subject to civil and criminal penalties if they
knowingly or willfully violate this certification requirement. In addition, under the Sarbanes-Oxley Act,
counsel will be required to report evidence of a material violation of the securities laws or a breach of
fiduciary duty by a company to its chief executive officer or its chief legal officer, and, if such officer
does not appropriately respond, to report such evidence to the audit committee or other similar
committee of the board of directors or the board itself.

Longer prison terms will also be applied to corporate executives who violate federal securities laws,
the period during which certain types of suits can be brought against a company or its officers has been
extended, and bonuses issued to top executives prior to restatement of a company’s financial statements
are now subject to disgorgement if such restatement was due to corporate misconduct. Executives are
also prohibited from insider trading during retirement plan “blackout” periods, and loans to company
executives are restricted. In addition, a provision directs that civil penalties levied by the SEC as a
result of any judicial or administrative action under the Act be deposited to a fund for the benefit of
harmed investors. The Federal Accounts for Investor Restitution (“FAIR”) provision also requires the
SEC to develop methods of improving collection rates. The legislation accelerates the time frame for
disclosures by public companies, as they must immediately disclose any material changes in their
financial condition or operations. Directors and executive officers must also provide information for
most changes in ownership in a company’s securities within two business days of the change.

The Sarbanes-Oxley Act also increases the oversight of, and codifies certain requirements relating
to audit committees of public companies and how they interact with the company’s “registered public
accounting firm” (“RPAF”). Audit committee members must be independent and are barred from
accepting consulting, advisory or other compensatory fees from the issuer. In addition, companies must
disclose whether at least one member of the committee is a “financial expert” (as such term is defined
by the SEC) and if not, why not. Under the Sarbanes-Oxley Act, a RPAF is prohibited from performing
statutorily mandated audit services for a company if such company’s chief executive officer, chief
financial officer, comptroller, chief accounting officer or any person serving in equivalent positions has
been employed by such firm and participated in the audit of such company during the one-year period
preceding the audit initiation date. The Sarbanes-Oxley Act also prohibits any officer or director of a
company or any other person acting under their direction from taking any action to fraudulently
influence, coerce, manipulate or mislead any independent public or certified accountant engaged in the
audit of the company’s financial statements for the purpose of rendering the financial statement’s
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materially misleading. The Sarbanes-Oxley Act also requires the SEC to prescribe rules requiring
inclusion of ‘an internal control report and assessment by management in the annual report to
shareholders. The Sarbanes-Oxley Act requires the RPAF that issues the audit report to attest to and
report on management’s assessment of the company’s internal controls. In addition, the Sarbanes-Oxley
Act requires that each financial report required to be prepared in accordance with (or reconciled to)
generally accepted accounting principles and filed with the SEC reflect all material correcting
adjustments that are identified by a RPAF in accordance with generally accepted accounting principles
and the rules and regulations of the SEC. “

TAXATION
Federal Taxation

General. We are subject to federal income taxation in the same general manner as other
corporations with some exceptions listed below. The following discussion of federal taxation is only
intended to summarize certain pertinent federal income tax matters and is not a comprehensive
description of the applicable tax rules. Tax years 2001, 2002 and 2003 are open under the statute of
limitations and subject to review by the Internal Revenue Service,

We will file a consolidated federal income tax return which includes the Bank. Accordingly, it is
anticipated that any cash distributions made by us would be treated as cash dividends, and not as a
non-taxable return of capital to stockholders for federal and state tax purposes.

Method of Accounting. For federal income tax purposes, we report our income and expenses on
the accrual method of accounting and file our federal income tax return using a June 30 fiscal year
end.

Bad Debt Reserves. The Small Business Protection Act of 1996 (the “1996 Act”) eliminated the
use of the reserve method of accounting for bad debt reserves by savings institutions, effective for
taxable years beginning after 1995. Prior to the 1996 Act, the Bank was permitted to establish a reserve
for bad debts and to make additions to the reserve. These additions could, within specified formula
limits, be deducted in arriving at taxable income. As a result of the 1996 Act, savings associations must
use the specific chargeoff method in computing their bad debt deduction beginning with their 1996
federal tax return. In addition, federal legislation requires the recapture (over a six year period) of the
excess of tax bad debt reserves at December 31, 1995 over those established as of December 31, 1987.
The Bank has no reserve subject to recapture as of June 30, 2004.

Taxable Distributions and Recapture. Prior to the 1996 Act, bad debt reserves created prior to
January 1, 1988 were subject to recapture into taxable income if the Bank failed to meet certain thrift
asset and definitional tests. New federal legislation eliminated these thrift related recapture rules.
However, under current law, pre-1988 reserves remain subject to recapture should the Bank make
certain non-dividend distributions or ceases to maintain a bank charter.

At June 30, 2004, the Bank’s total federal pre-1988 reserve was approximately $6.2 million. The
reserve reflects the cumulative effects of federal tax deductions for which no federal income tax
provisions have been made.

Minimum Tax. The Code imposes an alternative minimum tax (“AMT?”) at a rate of 20% on a
base of regular taxable income plus certain tax preferences (“alternative minimum taxable income” or
“AMTI”). The AMT is payable to the extent such AMTI is in excess of an exemption amount. Net
operating losses can offset no more than 90% of AMTI. Certain payments of alternative minimum tax
may be used as credits against regular tax liabilities in future years. We have not been subject to the
AMT nor do we have any such amounts available as credits for carryover.
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Net Operating Loss Carryovers. We may carry back net operating losses to the three preceding
taxable years and forward to the succeeding 15 taxable years. This provision applies to losses incurred
in taxable years beginning before August 6, 1997. For net operating losses in years beginning after
August 5, 1997, such net operating losses can be carried back to the two preceding taxable years and
forward to the succeeding 20 taxable years. At June 30, 2004, we had no net operating loss
carryforwards for federal income tax purposes.

Corporate Dividends-Received Deduction. We may exclude from income 100% of dividends
received from a member of the same affiliated group of corporations. The corporate dividends received
deduction is 80% in the case of dividends received from corporations which a corporate recipient owns
less than 80%, but at least 20% of the distribution corporation. Corporations which own less than 20%
of the stock of a corporation distributing a dividend may deduct only 70% of dividends received.

State and Local Taxation

Pennsylvania Taxation. We are subject to the Pennsylvania Corporate Net Income Tax and
Capital Stock and Franchise Tax. The Corporation Net Income Tax rate for fiscal 2004 is 9.99% and is
imposed on unconsolidated taxable income for federal purposes with certain adjustments. In general,
the Capital Stock Tax is a property tax imposed at the rate of approximately 0.724% of a corporation’s
capital stock value, which is determined in accordance with a fixed formula based upon average net
income and net worth.

The Bank is subject to tax under the Pennsylvania Mutual Thrift Institutions Tax Act (the”MTIT”),
as amended to include thrift institutions having capital stock. Pursuant to the MTIT, the tax rate is
11.5%. The MTIT exempts the Bank from other taxes imposed by the Commonwealth of Pennsylvania
for state income tax purposes and from all local taxation imposed by political subdivisions, except taxes
on real estate and real estate transfers. The MTIT is a tax upon net earnings, determined in
accordance with generally accepted accounting principles (“GAAP”) with certain adjustments. The
MTIT, in computing GAAP income, allows for the deduction of interest earned on state and federal
obligations, while disallowing a percentage of a thrift’s interest expense deduction in the proportion of
interest income on those securities to the overall interest income of the Bank. Net operating losses, if
any, thereafter can be carried forward three years for MTIT purposes.
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Item 2. Properties

We operate from the following locations:

Owned or © Lease At June 30, 2004
Leased expiration date Net book value Deposits
(Dollars in thousands)

Executive office:
Welsh and Norristown Roads(1) ............ Owned n/a $1,685 $135,784
Maple Glen, PA 19002-8030

Operations center: ‘
101 Witmer Road . .. .................... Leased December 2008 120 n/a
Horsham, PA 19044-2200

Branch offices:

1555 W. Street Road . . ............... ... Leased  January 2006 n/m 44,483
Warminster, PA 18974-3103

1141 Ivyland Road . .......... ... Leased June 2009 n/m 26,573
Warminster, PA 18974-2048

9FEaston Road(2) . .......... ... ... ..... Owned n/a 997 109,798
Willow Grove, PA 19090-0905 ,

701 Twining Road . . .......... ... ... ..., Owned n/a 735 64,343
Dresher, PA 19025-1894

761 Huntingdon Pike . ................... Owned n/a 310 53,793
Huntingdon Valley, PA 19006-8399

2N. YorkRoad ........ ..., Leased May 2007 n/m 28,587
Hatboro, PA 19040-3201 i

1331 EastonRoad ...................... Leased December 2008 25 18,695
Roslyn, PA 19001-2426

11730 Bustleton Avenue . ................. Leased  February 2009 16 46,184
Philadelphia, PA 19116-2516

122 N. Main Street . o o oo oo oo Leased  February 2010 71 13,221
North Wales, PA 19454-3115

8200 Castor AVENUE . . ..o v v i iie e Leased December 2009 108 25,196
Philadelphia, PA 19152-2719

735 Davisville Road . .................... Leased May 2011 147 15,898
Southampton, PA 18966-3276

1452 Buck Road . . ... ... . o i Leased April 2007 177 8,698

C-8 Village Shires Center
Holland, PA 18966-2626

9869 Bustleton Ave. . .................... Leased July 2012 257 11,862
Belair Shopping Center
Philadelphia, PA 19115-2611

(1) Includes adjacent nine-acre parcel that could be used for future expansion.
(2) Includes adjacent parcel of land with an existing structure.
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Item 3. Legal Proceedings

Brenda DiCicco v. Willow Grove Bank, (United States District Court, Eastern District of
Pennsylvania). On October 11, 2002, a lawsuit was filed against Willow Grove Bank by Ms. DiCicco in
her individual capacity as president and sole shareholder of ATS Products Corp. (“ATS”) alleging eight
causes of action related to a line of credit between the Bank and ATS. The complaint has since been
amended to add Mr. Marcell and one present and one former employee of the Bank as defendants.
The causes of action are: breach of contract, breach of oral contract, fraud, negligent
misrepresentation, breach of fiduciary duty, unjust enrichment, conversion and negligence. The plaintiff
seeks a multi-million dollar recovery for compensatory damages, punitive damages, attorney fees and
costs. An entity controlled by Ms. DiCicco, 1750 Woodhaven Drive, L.P,is also a party to the case and
is asserting similar claims. ATS previously filed suit against the Bank in the U.S. Bankruptcy Court
averring similar causes of action. The Bank is vigorously defending the claims made by the plaintiffs in
both suits and believes that those claims are without merit.

Irvine Construction Co. v. Sklaroff, et al., (Court of Common Pleas of Montgomery County,
Pennsylvania). On September 5, 2003, a lawsuit was filed against Willow Grove Bank and eight
additional defendants by Irvine Construction Co., Inc., alleging thirteen causes of action related to an
agreement for the construction of an office building. Eleven of such causes of action include the Bank
as a defendant and are: breach of contract (two counts), unjust enrichment/equitable restitution (in the
alternative), fraud, civil conspiracy (two counts), fraudulent transfer and aiding and abetting fraudulent
transfers, constructive trust, abuse of process, and tortious interference with existing contractual
relations (two counts). Four counts against the Bank seek damages in excess of $1.0 million, five counts
seek damages in excess of $50,000, punitive damages and other relief, and two counts seek constructive
relief. On May 12, 2004 the court struck the claim for unjust enrichment and all claims for attorneys’
fees. The remaining claims continue to be litigated. The Bank is vigorously defending the claim made
by the plaintiff and believes that this claim is without merit.

Other than the above referenced litigation, the Company is involved in various legal proceedings
occurring in the ordinary course of business. Management of the Company, based on discussions with
litigation counsel, believes that such proceedings will not have a material adverse effect on the financial
condition or operations of the Company. There can be no assurance that any of the outstanding legal
proceedings to which the Company is a party will not be decided adversely to the Company’s interests
and have a material adverse effect on the financial condition and operations of the Company.

Item 4. Submission of Matters to a Vote of Security Holders

Not applicable
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PART I

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

(a) Our common stock is traded on the NASDAQ National Market (NASDAQ) under the symbol
WGBC. Local newspapers listings include WillowG and WillGrvBep. At September 8, 2004 there were
1,914 registered shareholders of record, not including the number of persons or entities whose stock is
held in nominee or “street” name through various brokerage firms and banks. The following table
shows the quarterly high and low trading prices of our stock and the amount of cash dividends declared
per share for our past two fiscal years.

_ Stock Price ash dividends
High Low per share
Quarter ended:
June 30,2004 . ... $18.19 $14.91 $0.100
March 31,2004 . ... ... it e 18.75 17.44 0.100
December 31,2003 . . . . .. ... e 18.00 16.05 0.090
September 30,2003 ... ... ... 17.05 16.08 0.090
June 30,2003 . ... e e 17.05 14.63 0.080
March 31,2003 .. ... i e 14.89 13.05 0.080
December 31,2002 . . . . . .o oot e 14.00 11.35 0.070
September 30,2002 . .. ... 1215 10.18 0.070

The information for all equity based and individual compensation arrangements is incorporated by
reference from Item 12 hereof. ‘

(b) Not applicable

(c) The following table presents the repurchasing activity of the stock repurchase program during
the fourth quarter of fiscal 2004:

Total

Number of Maximum

Shares Number of

Purchased Shares that

as Part of May Yet Be

Total Publicly Purchased

Number of Average Announced Under the
shares Price Paid Plans or Plans or

Period Purchased per Share Programs Programs
Month #1 April 1, 2004 - April 30,2004 .............. — — — 403,565
Month #2 May 1, 2004 - May 31,2004 ............... 209,600 $15.40 209,600 193,965
Month #3 June 1, 2004 - June 30,2004 .. ............. 58,700 $15.50 58,700 135,265
Total . .o e e e 268,300 $15.42 268,300 135,265

Notes to this table:

(a) On October 28, 2003 the Board of Directors of the Company authorized a new stock repurchase
program (the “program”) effective as of such date. This program is the only program presently
in effect. This program was publicly announced in a press release issued October 29, 2003.

(b) The Company was authorized to repurchase 5% or 511,565 of the outstanding shares.
(c) The program has an expiration date of October 27, 2004.
(d) The Company presently has no plans for an early termination of the program.

(e) All shares were purchased through the program and were accomplished in the open-market with-in
the safe harbor rule, with the exception of 10,000 shares purchased May S, 2004 at a price of
$15.92 per share.
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Item 6. Selected Financial Data

At June 30,
2004 2003 2002 2001 2000
(Dollars in thousands)
TOtal ASSEIS « & v v v v v e e e $921,592 $845,124 $759,806 $625,148 $560,123
Cash and cash equivalents. . .. ........... ... .. ...... 39,445 98,040 31,98 22,209 14,681
Securities held to maturity .. .......... ... ... ... ... 98,513 17,320 13,973 — —
Securities available forsale . . . ....... ... ... . .. ..., 234,207 291,885 254,687 130,358 70,577
loansheldforsale .............. ... ... ... . ..... 1,136 5,293 1,574 2,644 35,753
Loans receivable, net . . ... ... . i e e 524,189 413,799 443855 454,199 424,940
Deposits . . o oot e 603,115 586,643 529,752 497,030 452,857
Borrowings . .. ... .. .. . 206,168 132,557 97,824 59,885 37,517
Total stockholders’ equity . ........ ... . ... ... ... 103,776 117,130 124,369 60,357 60,643
For the year ended June 30,
2004 2003 2002 2001 2000
(Dollars in thousands, except per share data)
INtereSt iNCOME . .« o v v ot it e e e e e e et et et e $ 40,628 $ 46,445 § 44,818 $ 44,285 $ 38,893
Interest expense .. ........... .. ... 15,074 18,746 21,463 24216 19,369
Net interest inCoOme . . . . ..o vt it 25554 27,699 23355 20,069 19,524
Provision forloanfosses . .. ........ ... ... .. .. ... 426 1,034 1,212 7,856 706
Net interest income after provision for loan losses . ........ 25,128 26,665 22,143 12,213 18,818
NOD-INEErESt INCOME .« + « v v v vt v et et e e et et 3,983 3,492 2,461 1,787 1,102
NOD-IMETESt EXPENSE .« « v v v v v vt e et iiie 20,390 19,058 16,319 13,875 12,076
Income before INncome taxes . .. ..... ..o vveveneen.n.. 8,721 11,099 8,285 125 7,844
Income tax expense (benefit). ... ........ .. ... ... ..., 2,610 3,610 2,734 32y 3,001
NetINCOME . . . .ottt et e e e e et e e 6,111 7,489 5,551 157 4,843
Earnings per share — diluted(1) ..................... $§ 0628 071$ 0528 001$ 043
Earnings per share — basic(1) . . ............. e 0.66 0.75 0.53 0.01 0.43
Cash dividends declared per share(1) .. ................ 0.38 0.30 0.24 0.19 0.16
Dividend payout ratio(2)(3). . .. ... ... .. . oL 59.65% 45.02% 45.22%  n/m 36.68%
At or for the year ended June 30,

2004 2003 2002 2001 2000 !

Return on average assets . . ... ... .t e 0.73% 0.93% 0.82% 0.03% 0.93% !
Return on average equity . ... ... .ottt e 55 610 753 025  8.09
Average interest-earning assets to Average interest-bearing liabilities ... .. 12423 127.06 121.77 120.93 121.64
Interest rate spread(4) . . .. ... . e 272 291 28 259  3.00
Interest rate margin(S) . . . .. ... .. e 317 355 361 346 383
Non-performing assets to total assets(6) .. ............. ..o, 040 048 076 083 2200
Allowance for Ioan losses to:

Non-performing loans . . .. ... ... .. . i i 188.04 143.88 81.57 83.25 310.91

Total loans less deferred fees .. ........ ... ... ... ... .. .. ... 099 127 103 094 091
Average stockholders’equity to average assets ..................... 13.10 15.19 10.89 10.64 11.87
Tangible stockholders’ equity to end of period assets. . ............... 1143 1352 1623 945 10.55
Total capital to risk-weighted assets(7) ... ....... ... .. ... ... .. .. 17.72 19.61 2040 1499 1571

(1) Data prior to April 3, 2002 has been adjusted for the 2.28019 exchange ratio in connection with the April 2002
Reorganization and subscription offering defined on p.2..
(2) Data for June 30, 2001 is not meaningful.

(3) For the fiscal years 2002, 2001 and 2000 includes dividends waived by the Mutual Holding Company of $1.1
million, $1.2 million and $1.0 million, respectively.

(4) The weighted average yield on interest-earning assets less the weighted average cost of interest-bearing
liabilities.

(5) This represents net interest income as a percentage of average interest-earning assets.

(6) Non-performing assets equal non-accrual loans, troubled debt restructurings plus accruing loans 90 or more
days past due and real estate owned.

(7) Bank only.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion is intended to assist in understanding our financial condition, and the
results of operations for Willow Grove Bancorp, Inc., (the “Company™) and its subsidiary Willow Grove
Bank, (the “Bank”)at and for the fiscal years ended June 30, 2004, 2003 and 2002. The information in
this section should be read in conjunction with the Company’s financial statements and the
accompanying notes included elsewhere herein.

General

Qur net income is primarily based upon our net interest income, which is the difference between
the income earned on interest-earning assets and the interest paid on interest-bearing liabilities and the
relative amount of our interest-earning assets to interest-bearing liabilities. Non-interest income and
expenses, the provision for loan losses and income tax expense also affect our results of operations.

Critical Accounting Policies

The following discussion and analysis of our financial condition and results of operations is based
upon consolidated financial statements which have been prepared in accordance with accounting
principles generally accepted in the United States of America. The preparation of these financial
statements requires management to make estimates and judgments that affect the reported amounts of
assets and liabilities, revenues and expenses and related disclosures of contingent assets and liabilities
at the date of our financial statements. Actual results may differ from these estimates under different
assumptions or conditions.

In management’s opinion, the most critical accounting policies affecting our consolidated financial
statements are:

1. Evaluation of the allowance for loan losses. The determination of the allowance for loan losses
involves significant judgments and assumptions by management which may have a material
impact on the carrying value of net loans and, potentially, on the amount of net income we
recognize from period to period. For a description of the methods we use to determine our
allowance for loan losses, see “Results of Operations—Provision for Loan Losses.”

2. Accrual and recognition of interest on loans. These policies involve significant judgments and
assumptions by management which may have a significant impact on the amount of interest
income recognized from period to period. For a description of our policies for recognizing

" interest income on loans, see Note 1 (“Summary of Significant Accounting Policies—Loans,
Loan Origination Fees and Uncollected Interest”) of our Notes to Consolidated Financial
Statements.

3. Realization of deferred income tax items. We include in our other assets a “net deferred tax
asset” which is an estimate of net deferred tax assets and deferred tax liabilities. These
estimates involve significant judgments and assumptions by management which may have a
material effect on the carrying value of this asset for financial reporting purposes. For a more
detailed description of these items and estimates, see Note 8 (Income Taxes) to our Notes to
Consolidated Financial Statements set forth in Item 8 hereof.

The Notes to Consolidated Financial Statements identify other significant accounting policies used
in the development and presentation of our financial statements. This discussion and analysis of the
significant accounting policies and other financial statement disclosures identify and address key
variables and other qualitative and quantitative factors that are necessary for an understanding and
evaluation of the Company and its results of operations.
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Changes in Financial Condition

General. Our total assets increased by $76.5 million, or 9.0%, to $921.6 million at June 30, 2004
compared to $845.1 million at June 30, 2003. This increase was primarily due to an increase in the net
loan portfolio of $110.4 million and an icrease in securities available for sale and held to maturity of
$23.5 million in the aggregate. These increases were partially offset by a $58.6 million decrease in cash
and cash equivalents. The increase in total assets during the fiscal year ended June 30, 2004 was funded
by a $73.6 million increase in borrowings from the Federal Home Loan Bank (“FHLB”) of Pittsburgh
and a $16.5 million increase in deposits.

Cash and Cash Equivalents. Cash and cash equivalents, which consist of cash on hand and in other
banks in interest-earning and non-interest earning accounts, amounted to $39.4 million and
$98.0 million at June 30, 2004 and 2003, respectively. The decrease in cash and cash equivalents of
$58.6 million or 59.8% was the result of the utilization of funds to originate new loans, to purchase
additional securities and to repurchase shares of Company common stock.

Securities Available for Sale. At June 30, 2004, we had securities that were classified available for
sale (“AFS”) totaling $234.2 million, compared to $291.9 million in AFS securities at June 30, 2003.
The Company’s AFS securities are comprised primarily of mortgage-backed securities, issued by Fannie
Mae, Freddie Mac and Ginnie Mae, as well as US government agency securities, stock in the FHLB
and certain equity securities. The decrease in available for sale securities was part of the Company’s
investment strategy to maintain the portfolio at an optimal level to effectively assist in asset-liability
management without overexposing our capital component to the potential effects of changes in interest
rates. Securities classified as AFS are accounted for at fair value with unrealized gains and losses,
which are temporary in nature, net of tax, reflected as an adjustment to stockholders’ equity. Primarily
as a result of interest rates increasing, during the year ending June 30, 2004 compared to June 30,
2003, we had unrealized losses on AFS securities of $4.0 million compared to unrealized gains on AFS
securities of $3.0 million at June 30, 2003.

Securities Held to Maturity. At June 30, 2004, we had securities that were classified held to
maturity totaling $98.5 million, compared to $17.3 million in held to maturity securities at June 30,
2003. Our held to maturity securities at June 30, 2004 were comprised of $49.0 million in CMOs,
$18.1 million in municipal bonds, $16.0 million in U.S. government agency securities and $15.4 million
in mortgage backed securities. Our held to maturity securities at June 30, 2003 were comprised solely
of municipal bonds. The increase in held to maturity securities was part of the Company’s investment
strategy to increase its portfolio in part to enhance earnings to supplement loan income. Held to
maturity securities are carried at amortized cost, and assets transferred from available for sale to held
to maturity are transferred at fair value.

Loans. Our net loan portfolio increased to $524.2 million at June 30, 2004 from $413.8 million at
June 30, 2003. During the fiscal year ended June 30, 2004, new loan originations and purchases of
$400.1 million of loans were partially offset by loan repayments of $204.2 million and loan sales of
$86.1 million. This increase in our net portfolio of $110.4 million, or 26.7%, was a result of increases in
single-family residential mortgage loans, commercial real estate and multi-family residential mortgage
loans, construction loans and home equity loans. Our single-family residential mortgage loans
amounted to $181.0 million, or 34.5% of the total loan portfolio, at June 30, 2004 compared to
$131.8 million, or 31.4% of the total loan portfolio, at June 30, 2003. The $49.2 million, or 37.3%,
increase in our single-family residential mortgage loans primarily was the result of the purchase of
wholesale loan packages during fiscal 2004 totaling $45.9 million in newly originated single-family
residential loans. Other significant changes in the types of loans in our portfolio during the year ended
June 30, 2004 were: an increase of $25.0 million (16.0%) in commercial real estate and multi-family
residential mortgage loans; an increase of $20.8 million (57.5%) in construction mortgage loans; an
increase of $18.9 million (25.8%) in home equity loans; a $2.9 million (13.9%) decrease in commercial
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business loans; and a $646,000 (27.8%) decrease in consumer loans. As of June 30, 2004, our single-
family residential mortgage loans and home equity loans amounted to an aggregate of 51.5% of our
total loans. In recent years we have increased our emphasis on commercial real estate and construction
loans. Commercial real estate and multi-family residential loans amounted to 34.1% of loans, while
construction loans amounted to 10.8% of the total loans at June 30, 2004, Commercial real estate and
multi-family residential loans and construction loans generally have higher yields and shorter terms to
maturity and/or repricing compared to single-family residential mortgage loans. However, commercial
real estate’ and construction loans generally are considered to involve a higher degree of risk of loss
compared to single-family residential mortgage loans. Our allowance for loan losses amounted to

$5.2 million at June 30, 2004 representing a net decrease of $92,000 (1.7%) from the allowance of
$5.3 million at June 30, 2003 primarily based on improved asset quality and an increased single-family
residential loan portfolio at year end.

Loans Held for Sale. Mortgage loans originated or purchased with the intention of being sold into
the secondary market are classified as held for sale and are carried at the lower of cost or market value
with any unrealized loss reflected in the statements of financial income. At June 30, 2004, $1.1 million
of fixed-rate, single-family residential mortgage loans were classified as held for sale compared to.
$5.3 million in such loans classified as held for sale at June 30, 2003. The decrease of $4.2 million is
related to the reduction in loan refinancings with the increase in interest rates at June 30, 2004
compared to June 30, 2003.

Intangible Assets. At June 30, 2004, the amount of our intangible assets totaled $938,000. This
compares to $1.0 million at June 30, 2003. Our intangible assets include a core deposit intangible and
an unidentified intangible asset, which represents the excess cost over fair value of assets acquired over
liabilities assumed in a branch acquisition which occurred in 1994. The core deposit intangible is being
amortized over a 12-year life. At June 30, 2004 the Company had goodwill of $848,000 which is
periodically measured for impairment.

Deposits. 'Total deposits increased by $16.5 million, or 2.8%, to $603.1 million at June 30, 2004
compared to $586.6 million at June 30, 2003. At June 30, 2004, checking accounts totaled
$132.2 million, representing an increase of $11.1 million or 9.2% compared to the balance of checking
accounts at June 30, 2003 of $121.1 million. Savings accounts increased approximately $5.4 million, or
6.3%, to $91.9 million at June 30, 2004 compared to $86.4 million at June 30, 2003, and money market
accounts increased $20.2 million, or 25.4%, to $99.5 million at June 30, 2004 compared to $79.3 million
at June 30, 2003. At June 30, 2004, certificates of deposit, which comprise the largest component of our
deposit portfolio, amounted to $279.5 million or 46.4% of our deposit portfolio, a decrease of
$20.3 million, or 6.8% from $299.8 million or 51.1% of total deposits at June 30, 2003. We believe the
changes in our deposit portfolio are due to our efforts to increase core deposit accounts and balances
through targeted marketing as well as many depositor’s unwillingness to extend the maturity of their
certificate accounts into longer-term certificate of deposit accounts in the current low interest rate
environment whereby a strategy of depositing funds into a competitive money market account until
rates increase may be employed.

Federal Home Loan Bank Advances. We use advances from the FHLB of Pittsburgh as an
additional source of funds to meet our loan demand, as leverage to fund certain revenue enhancing
investment strategies and for other asset/liability management purposes. At June 30, 2004, the total
amount of these borrowings outstanding was $206.2 million, which is a $73.6 million or 55.5% increase
from the $132.6 million outstanding at June 30, 2003. During the fiscal year ended June 30, 2004 the
average balance of FHLB advances was $147.8 million compared to $129.6 million in the year ended
June 30, 2003. During the fiscal year ended June 30, 2004 the average cost of FHLB advances was
3.92% compared to 4.57% in the year ended June 30, 2003 The maximum amount of borrowings at any
month-end in fiscal 2004 was $206.2 million compared to $139.1 million in fiscal 2003. Of the total
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amount of borrowings outstanding, $112.4 million and $63.1 million were designated for use to fund
revenue enhancement investment strategies at June 30, 2004 and 2003, respectively. Such revenue
enhancement strategies consist primarily of using FHLB advances as leverage, that is, the Company
obtains advances at a specified interest rate and then reinvests the proceeds into securities yielding a
higher interest rate resulting in a net differential or “spread” for the Company which increases net
interest income.

Stockholders’ Equity. At June 30, 2004, our total stockholders’ equity amounted to $103.8 miilion
or 11.3% of assets compared to $117.1 million or 13.9% of assets at June 30, 2003. This decrease of
$13.4 million, or 11.4% was primarily due to the repurchase of 853,166 shares of stock in the open
market at an aggregate cost of $14.0 million under the Company’s stock buyback program and
aggregate cash dividend payments of $3.6 million. These decreases were partially offset by net income
of $6.1 million for fiscal 2004. Other changes in stockholders’ equity for the year ended June 30, 2004
were a $4.3 million reduction in accumulated other comprehensive income as a result of the impact of
increasing interest rates on the unrealized change in fair value of AFS securities, additional paid-in
capital increasing $1.4 million to $84.9 million primarily as a result of director and employee stock
option exercises, and a decrease of $707,000 and $462,000 in unallocated shares held by the
Recognition and Retention Plan Trust (“RRP”) and the Employee Stock Ownership Plan (“ESOP”),
respectively, primarily as a result of amortization related to the plans. RRP amortization is five years
on granted shares while the ESOP, which consiste of our ESOP adopted in 1998 and ESOP adopted in
connection with the 2002 Reorganization are each being amortized over 15 years.

Average Balances, Net Interest Income, Yields Earned and Rates Paid

The following table presents the average daily balances for various categories of assets and
liabilities, and income and expense related to those assets and liabilities for the years ended June 30,
2004, 2003 and 2002. The table also shows the average yields and costs on interest-earning assets and
interest-bearing liabilities for cach of the fiscal years and at June 30, 2004. Loans receivable include
non-accrual loans. To adjust nontaxable securities to a taxable equivalent, a 29.9%, 32.5% and 33.0%
effective rate has been used for the fiscal years ending June 30, 2004, 2003, and 2002, respectively. The
adjustment of tax exempt securities to a tax equivalent yield in the table below may be considered to
include non-GAAP financial information. Management believes that it is a standard practice in the
banking industry to present net interest margin, net interest rate spread and net interest income on a
fully tax equivalent basis. Therefore, management believes these measures provide useful information to
investors by allowing them to make peer comparisons. A GAAP reconciliation also is included below.
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At For the Yeéar Ended June 30,

June 30,
2004 2004 2003 2002
Average Average Average
Yield/ Average Yield/ Average ' Yield/ Average Yield/
(Dollars in thousands) Cost Balance  Interest Cost Balance Interest  Cost Balance Interest Cost
Interest-earning assets:
Loans receivable: -
Real estate loans . ... ......... 5.99% $437,971 $ 27,926 6.38% $434,800 $31,252 7.19% $419,327 $32,682 7.79%
Consumer loans. . ............ 7.05 2,158 147 6.81 10,291 498 4.84 10,127 535 5.28
Commercial business loans . . . .. .. 542 17,903 1,050 5.86 20,260 1,417 699 19,904 1,544 776
Totalloans .................. 5.98 458,032 29,123 6.36 465,351 33,167 7.13 449,358 34,761 774
Securities — taxable . ........... 4.16 290,705 10,307  3.55 268,923 12,136  4.51 159,983 9,126 570
Securities — nontaxable — adjusted to
a taxable equivalent yield . . .. .. .. 6.28 18,024 1,143 634 17,325 1,090  6.29 7,451 507  6.80
Other interest-earning assets . . . . . .. 1.10 48,430 3712 077 38,789 3718 097 35,175 581 1.65
Total interest-earning assets. . . . .. .. 5.21 815,191 40,945 5.02 790,388 46,771 5.92 651,967 44,975 6.90
Non-interest-earning assets . . ... ... 23,968 17,764 13,806
Totalassets . . .. ..o v $839,159 $808,152 $665,773
Interest-bearing liabilities:
Deposits:
NOW and money market accounts . . 1.14  $138,109 3 1284 093% $104,617 $ 1,317 1.26% $ 80,507 $ 1,346 1.67%
Savings accounts .. ........... 0.43 89,904 571 0.64 78,584 923 117 65,272 1,175  1.80
Certificates of deposit . . . .. ... .. 2.40 278,202 7,422 2.67 306,565 10,569 345 313,117 14,810 4,73
Total deposits . . .............. 1.68 506,215 9,277 1.83 489,766 12,809  2.62 458,896 17,331 3.78
Total borrowings . . . . ... ........ 3.56 147,842 5,791 3.92 129,633 5927 457 73,830 4,117 558
Total escrows . . . . ............. 0.31 2,113 6 0.28 2,674 10 0.37 2,668 15 0.56
Total interest-bearing liabilities. . . . . . 2.20 656,170 15,074 230 622,073 18,746  3.01 535394 21,463 4.01
Non-interest-bearing liabilities: .
Non-interest checking . . .. ... ... 68,783 58,703 52,194
Other .................... 4,282 . ’ 4,648 5,658
Total liabilities . . .. ............ 729,235 685,424 593,246
Totalequity . . .. .............. 109,924 122,728 72,527
Total liabilities and equity . . . ... ... $839,159 $808,152 $665,773
Net interest-earning assets . . ...... $159,021 $168,315 $116,573
Net interest income . . . . ... ...... $ 25,871 $28,025 $23,512
Net interest rate spread . . ... ... .. 2.72% 291% 2.89%
Net interest margin . . ... ........ ‘ 3.17% 3.55% 3.61%

Ratio of average interest-earning assets
to average interest-bearing liabilities .
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Although management believes that the above mentioned non-GAAP financial measures enhance
investors’ understanding of the Company’s business and performance, these non-GAAP financial
measures should not be considered an alternative to GAAP. The reconciliation of these non-GAAP
financial measures from GAAP to non-GAAP is presented below.

For the Year Ended June 30,

2004 2003 2002
Average Average Average

(Dollars in thousands) Interest Yield/Cost Interest Yield/Cost Interest Yield/Cost
Securities — nontaxable . . .. ... ... .. $ 826 4.58% $ 764 4.41% $ 350 4.70%
Tax equivalent adjustments . . . .. ..... . ... .. 317 326 157
Securities — non taxable to a taxable

equivalentyield . . . ... .. o $ 1,143 6.34% $ 1,090 6.29% $ 507 6.80%
Net interest income . . . . .. . oo it $25,554 $27,699 $23,355
Tax equivalent adjustment. . . .. ............ 317 326 157
Net interest income, tax equivalent . . ... ...... $25,871 $28,025 $23,512
Net interest rate spread, no tax adjustment . . . . . . 2.68% 287% 2.86%
Net interest margin, no tax adjustment .. ...... 3.13% 3.50% 3.58%

Rate/Volume Analysis

The following table shows the effect of changing rates and volumes on net interest income for the
years ended June 30, 2004 and 2003, compared to the prior fiscal year. Information provided shows the
effect on net interest income of (1) rates (changes in rate multiplied times prior volume), (2) volume
(changes in volume times prior rate) and (3) rate/volume (changes in rate times change in volume).

Increase (decrease) in net interest Increase (decrease) in net interest
income for the year ended June 30, income for the year ended June 30,
2004 compared to the year ended 2003 compared to the year ended
June 30, 2003 due to June 30, 2002 due to
Rate/ Increase/ Rate/ Increase/
(Dollars in thousands) Rate Volume Volume (Decrease) Rate Volume Volume (Decrease)
Interest-earning assets:
Loans receivable
Real estate mortgage loans . . . . ........... $(3,528) $ 228 § (26) $(3,326) $(2,542) $1,206 $ (94) $(1,430)
Consumerloans . ......... ... ... .o 203 (394) (160) (351) (45) 9 (o8] 37
Commercial business loans . . ... .......... 229y (165) 27 (367) (152) 28 3) (127)
Totalloans .. . ... oo (3,554) (331) (159) (4,044  (2,739) 1,243 98)  (1,594)
Securities . . ... ... (2,610 1,039  (205) (1,776)  (1,897) 6,836  (1,346) 3,593
Other interest-earning assets . ... ........... (80) 94 (20) (6) (238) 60 25 (203)
Total net change in income on interest-earning ’
ASSELS 4 u v v e e e (6,244) 802  (384) (5,826)  (4,874) 8139 (1,469) 1,796
Interest-bearing liabilities:
Deposits
NOW and money market . . . ............. (345y 422 (110) (33) (333) 403 (100) (30)
Savings accounts . .......... ... 424y 133 (61) (352) (408) 240 (84) (252)
Certificates of deposit . . ................ (2,390) (978) 221 (3,147)  (4,015) (310) 84 (4,241)
Totaldeposits . . . . . ... i (3,159)  (423) 50 (3,532) (4,756) 333 (100  (4,523)
Borrowings . ... ... e (849) 833  (120) (136) (741) 3,112 (560) 1,811
Advance payments for taxes and insurance ... ... 2) ?3) 1 4) (5) — — 5)
“Total net change in expense on interest-bearing
liabilities . ... ... ... . . (4,010) 407 (69) (3,672)  (5,502) 3,445 (660) (2,717)
Change in net interest income . .. ........... $(2,234) $ 395 $(315) $(2,154) $ 628 54,694 $ (809) $ 4,513
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Results of Operations

General. Net income for the year ended June 30, 2004 was $6.1 million compared to $7.5 million
and $5.6 million for the years ended June 30, 2003 and 2002, respectively. Fiscal 2004 net income
decreased compared to fiscal 2003 primarily due to decreased net interest income of $2.1 million and
increased non-interest expense of $1.3 million, respectively. These were partially offset by a decrease in
income tax expense of $1.0 million, a decrease in the provision for loan losses of $608,000 and an
increase in non-interest income of $491,000.

Net Interest Income. Net interest income is determined by our interest rate spread (i.e., the
difference between the average yields on interest-earning assets and the average rates paid on interest-
bearing liabilities) and also the amount of interest-earning assets relative to interest-bearing liabilities.
Our average interest rate spread for the years ended June 30, 2004, 2003 and 2002 was 2.72%, 2.91%
and 2.89%, respectively. Our net interest margin (i.e., net interest income expressed as a percentage of
average interest-earning assets) was 3.17%, 3.55% and 3.61% for the same three fiscal years. In fiscal
year 2004, the average cost of our interest-bearing liabilities decreased by 71 basis points from 3.01%
during fiscal 2003 to 2.30% during fiscal 2004. This decrease was due primarily to the re-pricing of
maturing certificates of deposit at lower rates. Because our certificates of deposit bear a stated interest
for a specified term to maturity, there usually is a lagging effect on our cost of funds when market
rates of interest change., When interest rates fall, as they generally were during most of the past three
fiscal years, we continue to pay the higher rate on certificates of deposit until their maturity at which
time, if the customer determines to maintain such funds on deposit with us, they are re-priced to our
then current rate. During the fiscal year ended June 30, 2004, the average yield on our interest-earning
assets declined by 90 basis points from 5.92% during fiscal 2003 to 5.02% during fiscal 2004. Average
yields on both loans and taxable securities decreased in fiscal 2004. Due to the decline in the average
yield on our interest-earning assets greater than the decline in average cost of interest-bearing
liabilities, our interest rate spread decreased by 19 basis point to 2.72% for fiscal 2004 from 2.91% in
fiscal 2003. Similarly, net interest margin for the fiscal year ended June 30, 2004 decreased by 38 basis
points to 3.17% primarily due to the impact of the decline in yield on our interest-earning assets
combined with the decrease in our ratio of interest-earning assets to interest-bearing liabilities. Average
interest-earning assets increased by $24.8 million in fiscal 2004 compared to fiscal 2003, and were
funded by increases in interest-bearing liabilities of $34.1 million. In fiscal 2003 compared to fiscal
2002, our net interest margin decreased six basis points, due primarily to the impact of the decline in
yield on our interest-earning ‘assets more than offsetting the increase in our ratio of interest-earning
assets to interest-bearing liabilities. The ratio of average interest-earning assets to average interest-
bearing liabilities was 124.03%, 127.06%, and 121.77% for fiscal years 2004, 2003 and 2002,
respectively. B

For the fiscal vear ended June 30, 2004, net interest income totaled $25.6 million compared to
$27.7 million and $23.4 million in fiscal 2003 and 2002, respectively. The decrease in fiscal 2004
compared to fiscal 2003 of $2.1 million or 7.7% was primarily due to a greater decrease in the average
yields earned on our interest-earning assets than the decrease in the average rate paid on interest-
bearing liabilities. In fiscal year 2003 compared to fiscal 2002, the increase in net interest income of
$4.3 million or 18.6%, was primarily due to a greater decrease in the average cost of our interest
bearing liabilities than the decrease in our average yield earned on interest earning assets in fiscal 2003
compared to fiscal 2002.

Interest Income. Interest income includes the interest earned on our various loans and securities,
as well as yield adjustments for the premiums, discounts and deferred fees or costs recorded in
connection with the acquisition of these assets. Our total interest income for the year ended June 30,
2004 was $40.6 million compared to $46.4 million and $44.8 million for fiscal 2003 and 2002,
respectively.
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The decrease in interest income in fiscal 2004 compared to fiscal 2003 was $5.8 million, or 12.5%.
This decrease was primarily due to the overall decrease in loans. During the year ended June 30, 2004
compared to the year ended June 30, 2003, the average balance of our loans receivable decreased by
$7.3 million. For fiscal 2004, the yield on average interest-earning assets. dropped 90 basis points to
5.02% from 5.92% in fiscal 2003. The major factors for this decline were the decrease in the average
yield on loans, which decreased 77 basis points from 7.13% to 6.36%, modest increases in the average
balarnce of securities outstanding more than offset by a decline in the average yield earned on securities
from 4.51% to 3.55% and increased average balances and decreased average yields on other interest-
earning assets. These yield declines were due primarily to the interest rate environment, during fiscal
2004, which resulted in accelerated loan repayments that have been reinvested in lower yielding assets.

The increase in interest income in fiscal 2003 compared to 2002 was $1.6 million, or 3.6%. This
increase was primarily due to an increase of $21.8 million in the average balance of securities, which
was partially offset by declining average yields on all our interest earning assets.

Interest Expense. Interest expense consists of the interest paid to our depositors on their interest-
bearing deposit accounts with us, and to a lesser extent, interest paid on funds borrowed from the
FHLB and certain escrow accounts. For the fiscal year ended June 30, 2004, our total interest expense
was $15.1 million compared to $18.7 million and $21.5 million, for the fiscal years ended June 30, 2003
and 2002, respectively. :

For the fiscal year ended June 30, 2004, interest expense decreased by $3.6 million, or 19.6%
compared to the fiscal year ended June 30, 2003. This decrease was due primarily to a $3.5 million
decrease in interest paid on deposits primarily attributed to lower rates paid on our deposit accounts
and a reduction in certificates of deposit as a percent of the total deposit portfolio. Compared to fiscal
2003, our average cost of deposits in fiscal 2004 decreased by 79 basis points from 2.62% to 1.83%
while the average balance of interest-bearing deposits increased by $16.4 million from $489.8 million to
$506.2 million. Interest expense on borrowings decreased by $136,000, or 2.3% during fiscal 2004
compared to the fiscal year ended June 30, 2003. The average balance of borrowings outstanding
during fiscal 2004 was $147.8 million compared to $129.6 million in fiscal 2003. The average cost of
these borrowings for fiscal 2004 was 3.92% compared to 4.57% during fiscal 2003. The primary reason
for the $2.7 million, or 12.7%, decrease in interest expense for the year ended June 30, 2003 compared
to fiscal 2002, was due to a $4.5 million decrease in interest paid on deposit accounts which was
partially offset by a $1.8 million increase in interest expense on borrowed money. Our average cost of
deposits declined 116 basis points to 2.62% during fiscal 2003 compared to 3.78% during fiscal 2002.

During fiscal year 2004, the average balance of our certificates of deposit (“CDs”) decreased
$28.4 million to $278.2 million, a 9.3% decrease compared to fiscal 2003. At June 30, 2004 and
June 30, 2003, CDs made up 46.4% and 51.1%, respectively, of our total deposits. The average balance
on our core deposit categories (interest and non-interest checking, savings and money market accounts)
increased $44.8 million (24.5%) to $228.0 million during fiscal 2004 compared to an average balance of
$183.2 million during fiscal 2003. Interest rates on core deposits are typically less than rates paid on
CDs. We believe that increasing our core deposits as a percentage of total deposits should decrease our
weighted average cost of funds in a stable interest rate environment.

Provision for Loan Losses. We establish provisions for loan losses, which are charges to our
operating results, in order to maintain our total allowance for losses at a level that we deem adequate
to absorb known and inherent losses which are both probable and can be reasonably estimated. Our
determination of the adequacy of the allowance is based upon the Company’s regular review of credit
quality and is based upon, but not limited to, the following factors: an evaluation of our loan portfolio,
loss experience, current economic conditions, volume, growth, composition of the loan portfolio and
other relevant factors. The amount of our allowance for loan losses is only an estimate and actual
losses may vary from these estimates. We assess our allowance for loan loss at least quarterly and make
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any necessary adjustment to- maintain our allowance for loan losses at a level deemed adequate. For the
years ended June 30, 2004, 2003 and 2002, our provisions for loan losses were $426,000, $1.0 million
and $1.2 million, respectively. In fiscal 2004, we charged-off a total of $727,000 of loans, consisting of
$658,000 in commercial business loans, $58,000 in mortgage loans, and $11,000 in consumer loans.

At June 30, 2004, the amount of our allowance for loan losses was $5.2 million compared to
$5.3 million at June 30, 2003. In assessing the amount of allowance for loan losses during the fiscal
year ended June 30, 2004, we considered in particular the improvement in the amount of our
non-performing and delinquent loans, our lower level of classified assets and the increase in the
proportion of our single-family residential mortgage loans (which generally are considered to have a
lower degree of risk) in our portfolio. The percentage of the allowance for loan losses to net loans
receivable decreased to 0.99% at June 30, 2004 compared to 1.27% at June 20, 2003 and 1.03% at
June 30, 2002.

We believe that the allowance for loan loss was adequate at June 30, 2004 and represents all
known and inherent losses in the portfolio that are both probable and reasonably estimable; however
no assurance can be given as to the amount or timing of additional provisions for lcan losses in the
future as a result of potential increases in the amount of the Company’s non-performing loans in the
remainder of the Company’s loan portfolio. Regulatory agencies, in the course of their regular
examinations, review the allowance for loss and carrying value of non-performing assets. No assurance
can be given that these agencies might not require changes to the allowance for loan losses in the
future. '

Non-Interest Income. Non-interest income is comprised of account service fees and charges, loan
servicing fees, realized gains and losses on assets available or held for sale and increases in the cash
surrender value of bank owned life insurance (“BOLI”). Total non-interest income for the years ended
June 30, 2004, 2003, and 2002 was $4.0 million, $3.5 million and $2.5 million, respectively. The increase
in non-interest income of $491,000 or 14.1% for fiscal 2004 compared to fiscal 2003, was due primarily
as a result of increases in service charges, fees and the cash surrender value of BOLI, which was
partially offset by the decline in realized gains on sales of loans and securities. During the fiscal year
ended June 30, 2004, service charges and fees increased $499,000, or 27.4% to $2.3 million. The
increases in service charges were primarily the result of our recently implemented Overdraft Protection
Plan (“OPP”), increased retail sales of annuities and loan prepayment penalties. For the fiscal year
ended June 30, 2004, the Company realized gains of $796,000 and $627,000 on the sale of securities
and loans, respectively, compared to gains of $1.7 million and $1.2 million, partially offset by a
$1.4 million in penalties paid upon our prepayment of $17.0 million of FHLB borrowings which had an
average rate of 5.29%, respectively, during the fiscal year ended June 30, 2003.

Non-Interest Expense. The primary components of non-interest expense are compensation and
employee benefits, occupancy and equipment expenses, data processing costs, deposit account services
and a variety of other expenses. For the years ended June 30, 2004, 2003, and 2002, non-interest
expense totaled $20.4 million, $19.1 million and $16.3 million, respectively. The primary reason for the
increase in non-interest expenses in fiscal 2004 was due to a $780,000 increase in compensation and
employee benefits.

Compensation and benefits expenses totaled $12.7 million, $11.9 million and $9.5 million,
respectively, for the fiscal years ended June 30, 2004, 2003, and 2002. Some of the factors affecting the
increase in compensation and benefits include our increased branch network, increased costs to expand
and support our lending function and costs of stock benefit plans that have increased due to the
appreciation of our stock value and the full year impact of additional allocated shares in the
Recognition and Retention Plans. The Company’s ESOP expense increased $214,000, or 25.9% to
$1.0 million for June 30, 2004, compared to $824,000 and $338,000 for the years ended June 30, 2003
and 2002, respectively. Expenses relating to RRP grants were $741,000, $500,000 and $162,000 for fiscal
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years 2004, 2003 and 2002, respectively. At June 30, 2004, we had 179 full-time and 67 part-time
employees compared to 182 full-time and 63 part-time employees at June 30, 2003.

Occupancy and furniture and equipment expenses were $2.6 million, $2.5 million, and $2.2 million
for the fiscal years ended June 30, 2004, 2003, and 2002, respectively. The $95,000 increase in fiscal
2004 compared to fiscal 2003 was primarily due to slight increases in operating costs as well as a full
year of expenses associated with the operations of our 14" branch office. Advertising expenses for fiscal
2004, 2003 and 2002 were $576,000, $560,000 and $567,000, respectively.

For the fiscal years ended June 30, 2004, 2003, and 2002, amortization of intangible assets was
$83,000, $104,000 and $138,000, respectively, data processing expenses were $810,000, $705,000, and
$666,000, respectively, deposit account service expenses were $885,000, $822,000, and $789,000,
respectively, and professional fees were $736,000, $456,000 and $650,000, respectively. Increases in
professional fees were due primarily to costs related to the Company’s review of potential acquisition
transactions and other general corporate matters. For the fiscal years ended June 30, 2004, 2003, and
2002, other expenses, which include miscellaneous operating items, were $1.8 million, $1.8 million and
$1.6 million, respectively. Other expenses increased primarily due to our growth and diversification
efforts.

Income Tax Provision. Expense for income taxes amounted to $2.6 million for the year ended
June 30, 2004. This compares to a tax expense of $3.6 million, and $2.7 million for the years ended
June 30, 2003 and 2002, respectively. The effective tax rates for fiscal 2004, 2003 and 2002 were
29.92%, 32.53% and 33.00%, respectively. The decrease in the provision for taxes for the year ended
June 30, 2004 was primarily related to a decrease in the pre-tax income, decreased tax liability
associated with the tax exempt interest income as a percentage of interest income of certain investment
securities and increased exercises of non-qualified stock options which increased the amount of our tax
deductable employee compensation expense.

Liquidity and Commitments

Our primary sources of funds are from deposits, amortization of loans, loan and securities
prepayments and repayments, interest income from mortgage-backed securities and other investments,
and other funds provided from operations. While scheduled payments from the amortization of loans
and mortgage-backed securities and maturing investment securities are relatively predictable sources of
funds, deposit flows and loan prepayments can be greatly influenced by general interest rates, economic
conditions and competition. We also maintain excess funds in short-term, interest-bearing assets that
provide additional liquidity. We have also utilized outside borrowings, primarily from the FHLB of
Pittsburgh as an additional funding source.

We use our liquidity resources to fund existing and future loan commitments, to fund maturing
certificates of deposit and demand deposit withdrawals, to invest in other interest-earning assets, and to
meet operating expenses. At June 30, 2004, we had outstanding approved loan commitments totaling
$54.7 million and certificates of deposit maturing within the next twelve months amounting to
$221.9 million. Based upon historical experience, we anticipate that a significant portion of the
maturing certificates of deposit will be reinvested in the Bank.

During the year ended June 30, 2004 total amount of prepayments of loans and mortgage-backed
securities approximated the prepayments of loans and mortgage-backed securities during the year
ended June 30, 2003. We experienced a decline in the amount of bonds with call provisions having
those call provisions exercised by the issuer.

We recently have also increased our use of borrowings from the FHLB of Pittsburgh as a cost
effective means to obtain funds at varying maturities to implement some of our asset/liability strategies.
Our outstanding borrowings from the FHLB of Pittsburgh have increased to $206.2 million at June 30,
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2004 compared to $132.6 million at June 30, 2003. Under terms of our borrowing agreement with the
FHLB of Pittsburgh, we pledge certain residential mortgage loans and mortgage-backed securities as
well as our stock in the FHLB as collateral for these advances. At June 30, 2004, we had $294.0 million
in additional borrowing capacity available from the FHLB of Pittsburgh.

We have not used, and currently are not intending to use, any significant off-balance sheet
financing arrangement for liquidity or other purposes. Our financial assets with off-balance sheet risk
are limited to our obligations to fund loans to borrowers pursuant to existing loan commitments.
Additionally, we have not had any transactions, arrangements or other relationships with any
unconsolidated, limited purpose entities that could affect our liquidity or capital resources, nor do we,
or currently intend to, engage in trading commodity contracts.

We anticipate that we will continue to have sufficient funds and alternative funding sources to
meet our current commitments.

The Company’s contractual obligations as of June 30, 2004 are as follows:

Payments Due by Period:

Less Than More Than
Total 1 Year 1-3 Years  3-5 Years 5 Years
(dollars in thousands)
Federal Home Loan Debt . ... ............. $206,168  $34,558  $42,387 $19,306 $109,917
Operating Leases . ...................... 3,341 706 1,341 934 360
Severance Agreements. . . ... ... 38 38 — — —
Total Obligations. .. ............ ... ... $209,547 $35302 $43,728 $20,240 $110,277

Off-Balance-Sheet Obligations

The Company is a party to financial instruments with off-balance-sheet risk in the normal course
of business to meet the financing needs of its customers. These financial instruments include
commitments to extend credit and standby letters of credit. Those instruments involve, to varying
degrees, elements of credit risk in excess of the amount recognized in the balance sheet. The
Company’s exposure to credit loss in the event of non-performance by the other party to the financial
instrument for commitments to extend credit and standby letters of credit is represented by the
contractual notional amount of those instruments. The Company uses the same credit policies in
making commitments and conditional obligations as it does for on-balance-sheet instruments (see
Note 1 of the “Notes to Consolidated Financial Statements” included in Item 8 herein).

The Company’s contingent liabilities and commitments as of June 30, 2004 are as follows:

Less Than More Than
Total 1 Year 1-3 Years  3-5 Years 5 Years
(dollars in thousands)

Linesofcredit ........... ... ... .. ...... $ 33219 $13,137 $§ 170 § 1 $19,911
Standby letters of credit. .. ......... ... ... 2,796 2,792 4 — —
Other commitments to make loans . . ......... 54,834 54,834 — —
Undisbursed funds on previous disbursed loans . . 51,521 17,414 29,852 922 3,333
Total. ... $142,370  $88,177  $30,026 $923 $23,244

Impact of Inflation and Changing Prices

The financial statements, accompanying notes, and related financial data presented herein have
been prepared in accordance with generally accepted accounting principles, which require the
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measurement of financial position and operating results in terms of historical dollars without
considering the changes in purchasing power of money over time due to inflation. The impact of
inflation is reflected in the increased cost of our operations. Most of our assets and liabilities are
monetary in nature; therefore, the impact of interest rates has a greater impact on our performance
than the effects of general levels of inflation. Interest rates do not necessarily move in the same
direction or to the same extent as the prices of goods and services.

For a discussion of the impact of Recent Accounting Pronouncements on the Company’s financial
condition or results of operations, see Note 1 of the “Notes to Consolidated Financial Statements” set
forth in Item 8 hereof.

Ttem 7A. Quantitative and Qualitative Disclosures About Market Risk
Asset/Liability Management and Interest Rate Risk

The market value of assets and liabilities, as well as future earnings, can be affected by interest
rate risk. Market values of financial assets have an inverse relationship to rates, i.e., when interest rates
rise, the market value of many of the Company’s assets declines and when rates fall, the market value
of many of the Company’s assets rise. The primary assets of the Company are loans to borrowers who
often have the ability to prepay their loan. Therefore, in a falling rate environment, the increase in the
market value of the Company’s assets is limited by this option for the borrower to prepay the loan.

The ability to maximize net interest income is largely dependent upon the achievement of a
positive interest spread that can be maintained during fluctuations in prevailing interest rates. Interest
rate sensitivity gap (“gap”) is a measure of the difference between interest-earning assets and interest-
bearing liabilities that either mature or re-price within a specified time period. A gap is considered
positive when the amount of interest-earning assets exceeds the amount of interest-bearing liabilities,
and is considered negative when interest-bearing liabilities exceed interest-earning assets. Generally,
during a period of rising interest rates, a negative gap would adversely affect net interest income, while
a positive gap would result in an increase in net interest income. During a period of falling interest
rates, a negative gap would generally result in an increase in net interest income, and a positive gap
would result in a decrease in net interest income. This is usually the case; however, interest rates on
differing financial instruments will not always change at the same time or to the same extent.

The following gap table shows the amount as of June 30, 2004 of assets and liabilities projected to
mature or re-price within various time periods. This table includes certain assumptions we have made
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that affect the rate at which loans will prepay and the duration of core deposits. Changes in interest
rates may affect these assumptions which would impact our gap position.

0to3 3to12 1to3 3to S over 5
months months years years years Total
) (Dollars in thousands)
Interest-earning deposits ... ........ .8 39 732§ — 8 — 3§ — § — $ 39,732
Securities . . .............. e 9,950 . 42,230 126,977 90,594 50,164 319,915
Fixed-rate loans ................. 21,255 22,149 . 40,859 54,867 149,468 288,598
Adjustable rate loans” .. ........... 29,626 61,560 - 35,538 100,472 24,034 251,230
Total interest-earning assets . ... ... 100,563 125,939 203,374 245933 223,666 899,475
Certificates of deposit . . ........... $ 54248 $ 167,623 $ 41,319 $ 11,212 $ 5,134 $279,536
Other interest-bearing deposits .. .... 16,816 50,451 133,510 45,532 — 246,309
FHLB advances ............... WL 42,792 11,348 53,145 50,967 50,780 209,032

Total interest-bearing liabilities . . . . . 113,856 229422 227974 107,711 55914 734,877

Excess (deficiency) of interest-earning
assets over-interest-bearing liabilities. $(13, 293) $(103,483) $ (24,600) $138,222 $167,752 $164,598
Cumulative excess (deficiency) of
interest-earning assets over interest-
bearing liabilities™. . . ... ......... $(13,293) $(116,776) $(141,376) $ (3,154) $164,598
Cumulative excess (deficiency) of '
interest-earning assets to interest-
‘bearing liabilities as a percent of

total @ssets .. ... ... -1.44%  -1267%  -1534% -0.34% 17.86%
Ratio of interest-earning assets to ' ‘

interest-bearing liabilities . ... ... .. 88.32% 54.89% 89.21% 228.33% 400.02% 122.40%
Cumulative ratio of interest- -earning S

assets to interest-bearing liabilities . . 88.32% 65.98% 7525% 99.54% 122.40%

At June 30, 2004, the ratio of the cumulative interest-earning assets maturing or re-pricing in
one-year or less to interest-bearing liabilities maturing or re-pricing in one-year or less is 65.98%, which
results in a cumulative one-year gap to total assets ratio of negative 12.67%, indicating that the Bank’s
net interest income could decline depending upon the degree to which interest rates change and the
change in the relationship between interest rates used to re-price assets and interest rates used in the
re-pricing of liabilities.

We have adopted asset/liability management policies designed to quantify the interest rate risk
caused by mismatches in the maturities and re-pricing of our interest-earning assets and interest-
bearing liabilities. These interest rate risk and asset/liability management actions are taken under the
guidance of the Asset/Liability Management Committee (“ALCO”). The ALCO’s purpose is to
communicate, coordinate and control asset/liability management consistent with our business plan and
Board approved policies. The objective of the ALCO is to manage assets and funding sources to
produce results that are consistent with liquidity, capital adequacy, growth, risk and profitability goals.
The ALCO meets at least quarterly and monitors the volume and mix of assets and funding sources
taking into account the relative costs and spreads, the interest rate sensitivity gap and liquidity needs.
The ALCO also reviews economic conditions and interest rate projections, current and projected
liquidity needs and capital positions, anticipated changes in the mix of assets and liabilities, and interest
rate exposure limits versus current projections pursuant to gap analysis and interest income simulations.
At each meeting, the ALCO recommends changes in strategy as appropriate. Interest rate risk issues
are also discussed by the Board of Directors on a regular basis. Management meets weekly to monitor
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progress in achieving asset/liability targets approved by the Board, particularly the type and rate on
asset generation and sources of funding.

In order to manage our assets and liabilities and improve our interest rate risk position, emphasis
has been placed on the origination of assets with shorter maturities or adjustable rates such as
commercial and multi-family real estate loans, construction loans, home equity loans and to a lesser
extent commercial business loans. At the same time, other actions include attempts to increase our core
deposits and the use of FHLB advances as additional sources of funds. We also classify a portion of the
longer-term fixed rate loans we originate as held for sale. During the years ended June 30, 2004 and
2003, we sold long-term, generally 30 year, fixed-rate single-family residential mortgage loans totaling
$90.3 million and $74.8 million, respectively.

The ALCO regularly reviews interest rate risk by, among other things, examining the impact of
alternative interest rate environments on net interest income and net portfolio value (“NPV"), and the
change in NPV. NPV is the difference between the market value of assets and the market value of
liabilities and off-balance sheet items under various interest rate scenarios. Sensitivity is the difference
(measured in basis points) between the NPV to assets ratio at market rate and the NPV to assets ratio
determined under each rate scenario. The ALCO monitors both the NPV and sensitivity according to
guidelines established by the Office of Thrift Supervision (“OTS”) in Thrift Bulletin 13A “Management
of Interest Rate Risk, Investment Securities and Derivative Activities,” and board approved limitations.

Presented below, as of June 30, 2004 and 2003, is an analysis of the interest rate risk position as
measured by NPV and sensitivity based upon various rate scenarios. These values have been obtained
from data submitted by the Bank to the OTS. The OTS performs scenario analysis to estimate current
or base case economic value and estimates NPV that would result from instantaneous, parallel shifts of
the yields on various financial instruments of plus and minus 100, 200 and 300 basis points. Due to the
level of current interest rates, no values are calculated for hypothetical rate scenarios of down 200 or
down 300 basis points. The model does not value new business activities. It only provides an estimate
of economic value at a point in time and the economic value of the same portfolio under the above
referenced interest rate scenarios. '

Estimated change in NPV and Sensitivity
At June 30, 2004

Net Portfolio Value

Amount of Percent of To
Change change assets  Sensitivity

(in thousands)

Hypothetical change in interest rates

up 300 basis points ... ..vvv i $(53,887) 43)% 791% (514)bp
up 200 basis points .. ............ [ (38,399) (31) 9.45 (360)
up 100 basis points .. ...... .l S (20,214) (16)  11.19 (186)
no change —basecase .........c.. L, — — 13.05 _—
down 100 basis points . .. ......... ... L. 12,041 10 14.11 106
down 200 basis points . . ................ e n/a n/a n/a n/a
down 300 basis points . .. .. .. ..oe i n/a n/a n/a n/a
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Estimated change in NPV and Sensitivity
At June 30, 2003

Net Portfolio Value
Amount of Perceat of To
Change change assets  Sensitivity

(in thousands)
Hypothetical change in interest rates

up 300 basis points . .......... .. i $(25,510) (25)% 9.40% (257)bp
up 200 basis points .. ..... ... (16,491) (16) 1033 (164)
up 100 basis points .. ....... ... i i (8,163) (8) 11.17 (80)
no change —basecase ........... ... .. ... — — 11.97 —
down 100 basis points . ......... ... ... .. . ... 4,774 5 12.42 45
down 200 basis points . ......... ... n/a n/a n/a n/a
down 300 basis points . ......... ... ... .. L. n/a n/a n/a n/a

The Bank’s sensitivity in the plus 200 basis point rate scenario increased from negative 164 basis
points at June 30, 2003 to negative 360 basis points at June 30, 2004. The primary reasons for this
increase were decreases in the estimates of prepayments due to the general level of interest rates which

lengthened the projected duration of mortgage-related assets and also lower levels of cash and
short-term investments.

NPV is more sensitive and may be more negatively impacted by rising interest rates than by
declining rates. This occurs primarily because as rates rise, the market value of long-term fixed rate
assets, like fixed rate mortgage loans, declines due to both the rate increase and slowing prepayments.
When rates decline, these assets do not experience similar appreciation in value, This is due to the
decrease in the duration of the asset resulting from the increase in prepayments,
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Selected Quarterly Financial Data

The following table presents selected quarterly operating data for the fiscal years ended June 30,
2004 and 2003. Per share data for periods prior to April 3, 2002 have been adjusted to reflect the effect
of the exchange of 2.28019 shares of the former Willow Grove Bancorp, Inc. common stock for each
share of our-common stock as a result of the April 2002 Reorganization.

For the quarter ended

(Unaudited) - 6/30/04 3/31/04 12/31/03 9/30/03
' . (Dollars in thousands, except per share data)

Total interest iNCOME . . . . v v vt vttt e e e et e iie e $10,180 $10,155 $10,197 $10,096
Total interest XPense . .. ... ii i 3,771 3,587 3,756 3,960
Net interest IMCOME « . v v v v v e et ettt e e e et eee e e e 6,409 6,568 6,441 6,136
Provision for 1oan 1osSes . ... .. oottt i e 96 170 101 59
Total non-interest income . . . ... ... oottt i 976 852 828 1,327
Total non-interest eXPense . . .. ... .ot 5,103 5,165 5,067 5,055
INCOME taX EXPENSE « .« o o v v vt v e e e e 652 604 626 728
NEtIICOME v ot e e et it e e e ettt e e $ 1,534 $ 1481 §$ 1475 $ 1,621
Earnings per share

BaSIC . o vt e e e e e $ 017 $ 016 $ 016 §$ 017

Diluted . ... e e $ 016 $ 015 § 015 $ 016

For the quarter ended
6/30/03 3/31/03 12/31/02 9/30/02
(Dollars in thousands, except per share data)

Total interest iMCOME . . . . v v v v v vt et et et e e es $10,674 $11,484 $12,034 $12,253

Total interest eXpense . ... .... .. ..o 4,366 4,524 4,783 5,073
Net interest iNCOME . . v . v v vt ot i e e e e e 6,308 6,960 7,251 7,180
Provision for loanlosses ........ ... .. 172 110 422 330
Total nON-INtErest INCOME . .+ « v v v vt v e et et et et e e e e 1,530 817 650 495
Total NON-INLETESt EXPENSE « v v v v v v v e v e v e i e e e n 5,047 4,787 4,632 4,592
INCome taxX EXPENSE . . . v v v v 806 943 933 928
NEt NCOME © o o o e e e e et et e e e $ 1813 $ 1937 $ 1,914 § 1,825
Earnings per share

BasiC . . oo e $ 018 $ 019 $ 019 $ 017

Diluted . ..... e $ 017 $ 018 $ 0.18 $ 0.17
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Item 8. Financial Statements and Supplementary Data

Willow Grove Bancorp, Inc.

MANAGEMENT REPORT ON EFFECTIVENESS
OF INTERNAL CONTROL OVER FINANCIAL REPORTING

Management of Willow Grove Bank (the “Bank”) is responsible for establishing and maintaining
effective internal control over financial reporting presented in conformity with accounting principles |
generally accepted in the United States of America, including controls over the safeguarding of assets.
This internal control contains monitoring mechanisms, and actions are taken to correct deficiencies
identified.

There are inherent limitations in any internal control, including the possibility of human error and
the circumvention or overriding of controls. Accordingly, even effective internal control can provide
only reasonable assurance with respect to financial statement preparation. Further, because of changes
in conditions, the effectiveness of internal control may vary over time.

Management assessed the Bank’s internal control over financial reporting presented in conformity
with U.S. generally accepted accounting principles, including controls over the safeguarding of assets, as
of June 30, 2004. This assessment was based on criteria for effective internal control over financial
reporting established in “Internal Control—Integrated Framework™ issued by the Committee of
Sponsoring Organizations of the Treadway Commission. Based on this assessment, management
believes that, as of June 30, 2004, the Bank maintained effective internal control over financial
reporting presented in conformity with U.S. generally accepted accounting principles, including controls
over the safeguarding of assets. '

Management is also responsible for compliance with the federal laws and regulations concerning
dividend restrictions and loans to insiders designated by the Office of Thrift Supervision as safety and
soundness laws and regulations.

The Bank assessed its compliance with the designated laws and regulations relating to safety and
soundness. Based on this assessment, management believes that Willow Grove Bank complied, in all
material respects, with the designated laws and regulations related to safety and soundness as of
June 30, 2004.

/s/ FREDERICK A. MARCELL JR.
Frederick A. Marcell Jr.

President and Chief Executive Officer
/s/ CHRISTOPHER E. BELL

Christopher E. Bell
Senior Vice President and Chief Financial Officer




Report of Independent Registered Public Accounting Firm

The Board iof Directors and Stockholders of
Willow Grove Bancorp, Inc.:

We have audited the accompanying consolidated statements of financial condition of Willow Grove
Bancorp, Inc. and subsidiary as of June 30, 2004 and 2003, and the related consolidated statements of
income, changes in stockholders’ equity and comprehensive income, and cash flows for each of the
years in the three-year period ended June 30, 2004. These consolidated financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Willow Grove Bancorp, Inc. and subsidiary as of June 30,
2004 and 2003, and the results of their operations and their cash flows for each of the years in the
three-year period ended June 30, 2004, in conformity with U.S. generally accepted accounting
principles. ‘

/s/ KPMG LLP

Philadelphia, Pennsylvania
July 23, 2004
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Willow Grove Bancorp, Inc.
Consolidated Statements of Financial Condition

At At

(Dollars in thousands, except share data) June 30, 2004  June 30, 2003
Assets
Cash and cash equivalents:

Cash on hand and non-interest-earning deposits ................... $ 14,681 $ 11,084

Interest-earning deposits .. ........ i 24,764 86,956
Total cash and cash equivalents . .. ....... ... .. ... .. ... . ... ..., 39,445 98,040
Securities

Available for sale (amortized cost of $238,178 and $288,893, respectively) . 234,207 291,885

Held to maturity (fair value of $98,401 and $17,9953, respectively). . ... .. 98,513 17,320
Loans (net of allowance for loan losses of $5,220 and $5,312, respectively). . 524,189 413,799
Loansheld forsale . .. ..ottt e 1,136 5,293
Accrued income receivable . .. ... 3,565 3,520
Property and equipment, Nt . . .. ..ot 5,975 6,364
Intangible @SSETs . . . .. oot 938 1,021
O BT @858S+« v v vt e e e 13,624 7,882
TOtAL BSSELS & v e e e e e $921,592 $845,124
Liabilities and Stockholders’ Equity
DEPOSILS .« o o v et e e e $603,115 $586,643
Federal Home Loan Bank advances . . ............................ 206,168 132,557
Advance payments from borrowers for taxes. . ............... ... . ... 2,863 2,904
Accrued interest payable . .. ... .o 986 933
Other liabilities . . ... ..o e 4,684 4,957
Total Habilities . ... ..o o e e e 817,816 727,994
Commitments and contingencies
Stockholders’ equity:
Common stock, $0.01 par value; (40,000,000 authorized; 11,425,654 and

11,363,613 issued at June 30, 2004 and 2003, respectively) ... ......... 114 114
Additional paid-in capital . ....... .. .. . .. 84,915 83,542
Retained earnings — substantially restricted . . . ... .................. 53,516 51,049
Accumulated other comprehensive (loss) income . ................... (2,463) 1,855
Obligation of deferred compensation plan .. ....................... 525 —
Treasury stock at cost, 1,541,262 and 656,700 shares at June 30, 2004 and

June 30, 2003, rspectively . . . ... ... (24,926) (10,356)
Unallocated common stock held by

Employee Stock Ownership Plan (ESOP) . ....................... (5,497) (5,959)

Recognition and Retention Plan Trust (RRP) .. .............. .. ... (2,408) (3,115)
Total stockholders’ equity . ........ .ot 103,776 117,130
Total liabilities and stockholders’ equity .. .......... ... ... ......... $921,592 $845,124

See accompanying Notes to Consolidated Financial Statements
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Willow Grove Bancorp, Inc.
Consolidated Statements of Income

(Dollars in thousands, except per share data)

Interest and dividend income:
L0aDS . . e e e e e e
Securities, primarily taxable . . .. ...... ... . oo

Total INterest INCOME . . . . v v s i st et et e s e e et e et e sns

Interest expense:
DEPOSItS . . e e e e
Borrowings . ... ... ... ... e e
Advance payments from borrowers fortaxes................ ... .. ..

Total interest eXpense . . . ... oo vt T

Net Interest INCOMIE . . o o vt v it i it e et e et e et e e e e
Provision for 10am 108SeS . . . v o o v ittt i e e

Net interest income after provision for loan losses . .. .................

Non-interest income:
Service chargesand fees .. ...... ... i i
Realized gain on sale of:
Loans held forsale ... ..... ... . . i i,
Securities available forsale .. ........ ... . . .. . . .. e,
Increase in cash surrender value of life insurance ...................
Loss on disposition of borrowings . ............... ... . oL,
Loan servicing (expense) income, N€t. ... ...

Total NON-INtErest IMNCOMIE . . v v v vt it et ettt et e ettt et e e

Non-interest expense:
Compensation and employee benefits. . .. .......... ... .. ... .. ...
OCCUPANCY . o vttt it e e e e
Furniture and equipment. . .. ......... ...
Federal insurance premium . . ...... ... . oo
Amortization of intangible assets . .. ........ ... . o oo oL,
Data processing . . . o vt i i e e
AdVertiSing . . . oot e e
Community enrichment . . ... .. ... i
Deposit account SErvices . .. ... ..o i e
Professional fees . . . ... ... o i
Other eXpense . .. ...ttt e e

Total non-interest EXpPense . ... ...... .t tte ittt e

Income before MCOME tAXES . . o v v v vt ittt et et et e et e e e e
Income tax eXPense . ... ..ottt it e e

NetIncome . ... ..o i e
Earnings per share:

BasiC . . e e e e
Diluted . ... e e e

For the year ended

June 30, June 30, June 30,

2004 2003 2002
$29,123 $33,167 $34,761
11,505 13,278 10,057
40,628 46,445 44,818
9277 12,809 17,331
5791 5927 4,117
6 10 15
15074 18,746 21,463
25,554 27,699 23355
426 1,034 1212
25,128 26,665 22,143
2322 1823 1572
627 1,194 519
796 1,712 310
242 63 —
— (1,407)  —
@) 107 60
3983 3492 2461
12,695 11915 9,472
1,525 1,463 1,270
1,058 1,025 894
87 88 89
83 104 138
810 705 666
576 560 567
126 150 173
885 822 789
736 456 650
1,809 1,770 1,611
20,390 19,058 16,319
8721 11,099 8285
2,610 3,610 2,734

$ 6,111 § 7,489 $ 5,551

$ 066 % 075 % 053
$ 062 % 071 % 052

See accompanying Notes to Consolidated Financial Statements
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Willow Grove Bancorp, Inc.
Consolidated Statements of Changes in Stockholders’ Equity and Comprehensive Income

Accumulated Obligation

Additional other of deferred Common stock

(Dollars in thousands, except Common  paid in  Retained comprehensive compensation Treasury acquired by Total
per share data) stock capital  earnings income(loss) plan stock benefit plans  Equity
Balance — June 30,2001 ......... $ 51 22,265 42,534 (29) — (2,351) (2,113) $ 60,357
Netincome . ................. — — 5,551 — — — —_ 5,551
Other comprehensive income . ... ... — — — 1,910 — — — 1,910
Issuance of 6,414,125 $.01 par shares of

commonstock . . .......... ... 64 64,077 — — — — — 64,141
Exchange of common stock due to

reorganization . . .. ........... 2) 3 — — — — — 1
Payment of Deferred Acquisition Costs . — (1,788) -— — — — — (1,788)
Common stock (513,130 shares)

acquired by ESOP ... ...... ... — - — — — — (5,131) (5,131)
MHC Capital Consolidation . . . ... .. — 97 — — — — — 97
Exercise of Stock Options . . . . .. ... — 6 — — — — - 6
ESOP shares committed to be released . — 133 — — — — 205 338
Amortization of RRP shares. . . . . ... — (24) —_ — — — 185 161
Treasury stock acquired (195,000 shares :

atcost) . ... — — — — — 104 — 104
Treasury stock retired . . . . .. ... ... - (2,247) - — — 2,247 — —
Cash dividends paid — (30.24 per share) — — (1,378) — — — — (1,378)
Balance — June 30,2002 . ........ $113 82,522 46,707 1,881 — _ (6,854) $124,369
Netincome . .. ............... — — 7,489 —_ — — — 7,489
Other comprehensive loss .. .. ... .. — — — (26) — — —_ (26)
Exercise of Stock Options . . .. ... .. 1 335 — — — - — 336
ESOP shares committed to be released . — 361 — — — — 461 822
Common stock (256,565 shares)

acquired by RRP .. ........... — — — — — — (3,194) (3,194)
Amortization of RRP shares. . . . . ... — (13) — — — — 513 500
Treasury stock acquired (656,700 shares

BLCOSE) v v v e e — — — — — (10,356) - (10,356)
Tax benefit related to employee stock

benefitplans . . . ............. — 337 — — - — — 337
Cash dividends paid — ($0.30 per share) — — (3,147) — — _— — (3,147)
Balance — June 30,2003 . ........ $114 83,542 51,049 1,855 — (10,356) 9,074) $117,130
Netincome . .. ............... - — 6,111 — — — — 6,111
Other comprehensive loss . . ... .. .. — — — (4,318) — — — (4,318)
Payment of Deferred Acquisition Costs . — (36) — — — — — (36)
Exercise of Stock Options . . .. ... .. — 392 — — — — — 392
ESOP shares committed to be released . — 576 — — — — 462 1,038
Obligation of deferred compensation

plan . .. ..o oo — — — — 525 — — 525
Amortization of RRP shares. . . ... .. — 34 — —_ — _ 707 741
Treasury stock acquired (853,166 shares

ACOS) .. — — — — — (14,570) — (14,570)
Tax benefit related to employee stock

benefitplans . . . .. .. ...... ... — 407 — — — — — 407
Cash dividends paid — ($0.38 per share) — — (3,644) — — — — (3,644)
Balance — June 30,2004 ... ... ... $114 84,915 53,516 (2,463) 525 (24,926) (7,905) $103,776

For the year ended June 30,

2004 2003 2002
Net unrealized (losses) gains on securities available for sale arising during the period ... .. ... ... .. $(5,114) $(1,738) $2,220
Less: reclassifications adjustment for gains (losses) included in netincome . . ... ... ............ 796 1,712 310
Other comprehensive (loss) income . . . ... .. oL (4,318) (26) 1,910
NELINCOME . . o\ i et e et e i e e e e 6,111 7,489 5,551
Comprehensive INCOME . . . . v o v i it e e e e e e et et e e e e $1,793 $7463 $7461

See accompanying Notes to Consolidated Financial Statements.
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Willow Grove Bancorp, Inc.
Consolidated Statements of Cash Flows

Net cash flows from operating activities:

NEtAICOIME + o v v v v et e ettt et e e e e e e e
Adjustments to reconcile net income to net cash provided by operating activities:
DEPIECIAtION .« . 4 vt e e
Amortization of premium and accretion of discount,met ... ....... ... . L.
Amortization of intangible @ssets . . . ... ... e
Provision for 10an LOSSES . . . v v v v o e e
Gain on sale of foans available forsale . ........ ... ... .. .. ... . . o L.
Gain on sale of securities available forsale . . . .. ... ... ... ... ... .. .0 L.
(Decrease) increase in deferred loanfees . .. ... ... ... o L
(Increase) decrease in accrued income receivable . ... ... ... ... ...
(Increase) decrease in Other @SSets . . .. ... oo oot
Increase (decrease) in accrued interest payable .. ....... ... ... ... .. ... .. ...
(Decrease) increase in other liabilities . . . ... ... ... Lo o
Expense of ESOP and RRP . . . ...ttt
Loss on disposition of bOrrowings . . .. .« oo oo
Originations and purchases of loans held forsale .. ........ .. ... ... ... ...,
Proceeds from sale of loans held forsale ... ... .. ... ... .. ... .. .. .....

Net cash provided by operating activities . .. .............. ... ... .. ......

Cash flows from investing activities:

Net (increase) decrease inloans . . ... ... .o
Purchase of securities available forsale . ... ... ... ... ... ... .
Purchase of securities held to maturity . . . . .. ... ... L L
Praceeds from sales, calls and maturities of securities available forsale .. ...........
Proceeds from calls and maturities of securities held to maturity .. ...............
Principal repayments of securities available forsale. . .. ........ ... .. ... .. ...
Proceeds from sale of otherreal estateowned . . . . .. ............ ... . .......
Purchase of property and equipment . . . . ... ...

Net cash used in investing activities . . . . ... ...

Cash flows from financing activities:

Net increase in deposits . . . . . v v i e
Borrowing of FHLB advances with original maturity less than 90 days . . . .. .........
Borrowing of FHLB advances with original maturity greater than 90 days . ..........
Repayment of FHLB advances with original maturity greater than 90 days . . ... ... ...
Net decrease in advance payments from borrowers for taxes . . . ............... ..
Dividends paid . . . . . oot
Acquisition of stock for Recognition and Retention Plan . .. ........... ... ... ...
Proceeds from SUCh iSSUANCE . - - -+ v v oot it
Stock subscription Orders . ... ..o
Return of subscription Orders . . .. . ... .
Repayment of stock subscription €xpenses . ............. ... ...
Purchase (issuance) of treasury stock . . . ... ... oL

Net cash provided by financing activities . . ............. ... ... ... ... .....

Net (decrease) increase in cash and cash equivalents . . . . ....... ... ... ... ...
Cash and cash equivalents:
Beginning of year . . . ... ...

End OF YEAr . . . o v ittt e e e e

Supplemental disclosures of cash and cash flow information
INterest Paid . . . . o vt e e e
Income taxes paid . . .« . oo v

Noncash items:

Change in unrealized gain on securities available for sale (net of taxes of $2,647, $16, and
($1,122) in 2004, 2003 and 2002, respectively) . . . .. .. ...

Loans transferred to other real estate owned . . . . ... ... ... ... ... ... ........

For the year ended June 30,

2004 2003 2002
(Dollars in thousands)

$ 6111 $ 748 § 5551
996 959 883
1,313 1,173 228
83 104 138
426 1,034 1,212
(627) (1,194) (519)
(796) (1,712) (310)
91 331 71
(45) 618 (471)
(3,241) (5,883) 1,495
53 65 (278)
(273) 1,569 537
1,779 1,324 501
— 1,407 —
(85,504) (77,339) (76,188)
90,288 74,814 77,777
10,654 4,759 10,627
(110,389) 28,913 9,061
(156,289)  (267,981)  (247,796)
(76,949) (3,961) —
113,980 153,163 83,947
7,278 600 —
80,985 78,130 28,655
43 85 157
(617) (808) (1,210)
(141,958)  (11.859)  (127,186)
$ 16472 % 56,891 § 32,722
20,000 5,000 —
85,917 68,250 59,000
(32306)  (39.924)  (21,061)
(41 (701) (274)
(3,644) (3,147) (1,378)
— (3,194) —
392 352 —
— — 80,404
— — (21,393)
(36 — (1,788)
(14,045) (10,356) 104
72,709 73,154 126,336
(58,595) 66,054 9,777
98,040 31,986 22,209
$ 39445 § 98,040 § 31,986
$ 15021 § 18681 § 21,741
$§ 3838 § 2454 § 1,239
(4,318) (26) 1,910
112 391 —

See accompanying Notes to Consolidated Financial Statements.
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(1) Summary of Significant Accounting Policies

Description of Business

Willow Grove Bancorp, Inc. (the “Company”) provides a full range of banking services through its
wholly-owned subsidiary, Willow Grove Bank (the “Bank” or “Willow Grove”) which has 14 branches
in Dresher, Willow Grove, Maple Glen, Warminster (2), Hatboro, Huntington Valley, Roslyn,
Philadelphia (3—Somerton, Rhawnhurst and Bustleton), North Wales, Southampton and Holland,
Pennsylvania. All of the branches are full-service and offer commercial and retail banking products and
services. These products include checking accounts (interest and non-interest bearing), savings accounts,
certificates of deposit, business loans, real estate loans, and home equity loans. The Company is subject
to competition from other financial institutions and other companies that provide financial services.
The Company is subject to the regulations of certain federal agencies and undergoes periodic
examinations by those regulatory authorities.

On April 3, 2002 Willow Grove Bank completed its reorganization from the two-tier mutual
holding company form of organization to the stock form of organization (the “April 2002
Reorganization”). The former Willow Grove Bancorp, Inc. was a federally chartered mid-tier mutual
holding company with approximately 56.9% of its stock being held by Willow Grove Mutual Holding
Company and the remaining 43.1% being held by public shareholders. As part of the April 2002
Reorganization, the former Willow Grove Bancorp, Inc., the federal corporation was merged into
Willow Grove Bank and the current Willow Grove Bancorp Inc., a Pennsylvania corporation was
incorporated by the Bank for the purpose of becoming the holding company for the Bank. Willow
Grove Bancorp, Inc., the new Pennsylvania corporation through a public subscription offering sold
6,414,125 shares of stock at $10.00 per share and issued 4,869,375 to the stockholders of Willow Grove
Bancorp, Inc., the former federal corporation which represented an exchange of 2.28019 shares of its
stock for each share of the former company. Willow Grove Bank is now the wholly-owned subsidiary of
Willow Grove Bancorp, Inc., the Pennsylvania corporation. All per share data and information prior to
April 3, 2002 refers to the former Willow Grove Bancorp, Inc., the federal corporation and has been
restated to reflect the effect of the increased shares resulting from the share issuance and exchange in
the April 2002 Reorganization. The stock has traded under the symbol “WGBC” for both the former
federal corporation and the current Pennsylvania corporation.

In September 2000, Willow Grove Investment Corporation (“WGIC”), a Delaware corporation was
formed as a wholly owned subsidiary of the Bank to conduct certain investment activities of the Bank.
In May 2003, Willow Grove Insurance Agency, LLC (the “Agency”), a Pennsylvania limited liability
company was formed by the Bank to sell fixed rate annuity products on a retail basis for the Bank.

Basis of Financial Statement Presentation

The Company has prepared its accompanying consolidated financial statements in accordance with
U.S. generally accepted accounting principles (“GAAP”) as applicable to the banking industry. Certain
amounts in prior years are reclassified for comparability to the current year’s presentation. Such
reclassifications, when applicable, have no effect on net income. The consolidated financial statements
include the balances of the Company and its wholly owned subsidiary. All material inter-company
balances and transactions have been eliminated in consolidation.

In preparing the consolidated financial statements, the Company is required to make estimates and
assumptions that affect the reported amounts of assets and liabilities as of the date of the statement of
financial condition and revenue and expense for the period. Actual results could differ significantly
from those estimates. Material estimates that are particularly susceptible to significant change in the
near-term include the determination of the allowance for loan losses, interest income and income taxes.
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Risks and Uncertainties

In the normal course of its business, the Company encounters two significant types of risk:
economic and regulatory. There are three main components of economic risk: interest rate risk, credit
risk and market risk. The Company is subject to interest rate risk to the degree that its interest-bearing
liabilities mature or re-price at different speeds, or on a different basis, from its interest-earning assets.
The Company’s primary credit risk is the risk of default on the Company’s loan portfolio that results
from the borrower’s inability to make contractually required payments. The Company’s lending
activities are concentrated in Pennsylvania. The largest concentration of the Company’s loan portfolio is
located in eastern Pennsylvania. The ability of the Company’s borrowers to repay amounts owed is
dependent on several factors, including the economic conditions in the borrower’s geographic region
and the borrower’s financial condition. Market risk reflects changes in the value of collateral underlying
loans, the valuation of real estate held by the Company, the valuation of loans held for sale, securities
available for sale and mortgage servicing assets. The Company is subject to certain regulations as
further described herein and in note 12. Compliance with regulations causes the Company to incur
significant costs. In addition, the possibility of future changes to such regulations presents the risk that
future additional costs will be incurred which may impact the Company.

Cash and Cash Equivalents

For purposes of the statements of cash flows, cash and cash equivalents include cash and interest-
bearing deposits with original maturities of three months or less.

The Company is required to maintain certain daily balances in accordance with Federal Reserve
Board requirements. The reserve balances maintained in accordance with such requirements at June 30,
2004 and 2003 were $9.4 million and $7.9 million, respectively. Such reserve requirements are satisfied
through a combination of vault cash balances and sterile reserve deposits held at the Federal Home
Loan Bank of Pittsburgh.

Loans Held for Sale

Mortgage loans originated and intended for sale in the secondary market are carried at the lower
of cost or market calculated on an aggregate basis, with any unrealized losses reflected in the statement
of income. Loans transferred from loans held for sale to loans receivable are transferred at the lower
of cost or market value at the date of transfer.

Securities

The Company divides its securities portfolio into two segments: (a) held to maturity and
(b) available for sale. Securities in the held to maturity category are carried at cost, adjusted for
amortization of premiums and accretion of discounts, using the level yield method, based on the
Company’s intent and ability to hold the securities until maturity. Marketable securities included in the
available for sale category are carried at fair value, with unrealized gains or losses which are temporary
in nature, net of taxes, reflected as an adjustment to equity. Securities are evaluated periodically to
determine whether a decline in their fair value is other than temporary. Management utilizes criteria
such as the magnitude and duration of the decline, in addition to the reasons underlying the decline, to
determine whether the loss in value is other than temporary. The term “other than temporary” is not
intended to indicate that the decline is permanent, but indicates that the prospects for a near-term
recovery of value is not necessarily favorable, or that there is a lack of evidence to support realizable
value equal to or greater than carrying value of the investment. Once a decline in fair value is
determined to be other than temporary, the fair value of the security is reduced and reflected in the
statement of income.The fair value of marketable securities available for sale is determined from
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publicly quoted market prices. Securities available for sale which are not readily marketable, which
include Federal Home Loan Bank of Pittsburgh stock, are carried at cost which approximates
liquidation value. Premiums and discounts on securities are amortized/accreted using the interest
method. : ‘

At the time of purchase, the Company makes a determination of whether or not it will hold the
securities to maturity, based upon an evaluation of the probability of future events. Those securities
which the Company believes may not be held to maturity, due to interest rate risk, liquidity needs, or
other asset/liability decisions, are classified as available for sale. If securities are sold, a gain or loss is
determined by the specific identification method and is reflected in the operating results in the period
the sale occurs. o

Allowance for Loan Losses

The allowance for loan losses is maintained at a level we believe is adequate to cover known and
inherent losses in the loan portfolio that are both probable and reasonable to estimate at each
reporting date. Our determination of the adequacy of the allowance is based upon an evaluation of the
portfolio, loss experience, current economic conditions, volume, growth, composition of the portfolio,
and other relevant factors. During the fiscal year ended June 30, 2002 we modified the methodology
for calculating the allowance for loan loss based upon the guidance provided by the SEC and the
Federal Financial Institutions Examination Council (“FFIEC”). We continue to use historical loss
factors for each loan type and, for loans that we' consider higher risk for all but single-family mortgage
loans and guaranteed consumer loans, we also add a component for qualitative factors that may not be
included in the historical loss calculation. This component establishes a range for factors such as, but
not limited to, delinquency trends, asset classification trends and cutrent economic conditions.
Management then assesses these conditions and establishes, to the best of its ability, the allowance for
loan losses from within the range calculated, based upon the facts known at that time. At June 30,
2004, our allowance for loan losses was in the lower quartile of the range established by this
methodology and there exists no unallocated component. The methodology does not imply that any
portion of the allowance for loan loss is restricted, but the allowance for loan loss applies to the entire
loan portfolio. ‘

Morgage Servicing Rights

The Company recognizes mortgage servicing rights as assets, regardless of how such assets were
acquired. ‘

Impairment of mortgage servicing rights is assessed based upon a fair market valuation of those
rights on a disaggregated basis. Impairment, if any, is recognized in the statement of income. There was

no impairment in the mortgage servicing rights for the years ended June 30, 2004, 2003 or 2002 (see
note 5).

Loans, Loan Origination Fees, and Uncollected Interest

Loans are recorded at cost, net of unearned discounts, deferred fees, and allowances. Discounts or
premiums on purchased loans are amortized using the interest method over the remaining contractual
life of the portfolio, adjusted for actual prepayments. Loan origination fees and certain direct
origination costs are deferred and amortized over the contractual life of the related loans using the
level yield method.

Interest receivable on loans is accrued to income as earned. Non-accrual loans are loans on which
the accrual of interest has ceased because the collection of principal or interest payments is determined
to be doubtful by management. It is the policy of the Company to discontinue the accrual of interest

N
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and reverse any accrued interest when principal or interest payments are delinquent more than 90 days
(unless the loan principal and interest are determined by management to be fully secured and in the
process of collection), or earlier if the financial condition of the borrower raises significant concern
with regard to the ability of the borrower to service the debt in accordance with the terms of the loan.
Interest income on such loans is not accrued until the financial condition and payment record of the
borrower demonstrates the ability to service the debt.

Property and Equipment

Property and equipment are stated at cost, less accumulated depreciation and amortization. The
Company computes depreciation and amortization using the straight-line method over the estimated
useful lives of the assets which range from three to 40 years. Significant renovations and additions are
capitalized. Leasehold improvements are depreciated over the shorter of the useful lives of the assets
or the related lease term. When assets are retired or otherwise disposed of, the cost and related
accumulated depreciation are removed from the accounts and any resulting gain or loss is reflected in
income for the period. The cost of maintenance and repairs is charged to expense as incurred.

Intaﬁgible Assets

Intangible assets include a core deposit intangible and an unidentified intangible asset, which
represents the excess cost over fair value of assets acquired over liabilities assumed in a branch
acquisition which occurred in 1994. The core deposit intangible is being amortized to expense over a
twelve-year life. The amortization expense of the core deposit intangible for the fiscal year ended
June 30, 2004 was $83,000. The unidentifiable intangible asset has an indefinite useful life and is not
subject to amortization. The unidentifiable intangible asset is subject to impairment tests at least
annually and impairment losses are recognized if the carrying value of the unidentifiable intangible
exceeds its fair value. The carrying amount of intangible assets at June 30, 2004 and 2003 is net of
accumulated amortization of $3.2 million and $3.1 million, respectively.

Income Tuxes

Deferred tax assets and liabilities are recognized for future tax consequences attributable to
differences between the financial statement carrying amounts of existing assets and liabilities and their
respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates expected to
apply to taxable income in the years in which those temporary differences are expected to be recovered
or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in
income in the period that includes the enactment date.

Earnings Per Share

Earnings per share (“EPS”) consists of two separate components, basic EPS and diluted EPS.
Basic EPS is computed by dividing net income by the weighted average number of common shares
outstanding for each period presented, see Note 2 (Earnings Per Share). Diluted EPS is calculated by
dividing net income by the weighted average number of common shares outstanding plus dilutive
common stock equivalents (“CSEs”). CSEs consist of dilutive stock options granted through the
Company’s stock option plan and unvested common stock awards. Common stock equivalents which are
considered antidilutive are not included for the purposes of this calculation. At June 30, 2004 there
were no antidilutive shares.

Stock Based Compensation

Statement of Financial Accounting Standards No. 123 (“SFAS No 123”), “Accounting for Stock-
based Compensation”, as amended by SFAS No 148, “Accounting for Stock-based Compensation—

60




Willow Grove Bancorp, Inc.
Notes to Consolidated Financial Statements (Continued)

Transition and Disclosure”, encourages, but does not require, the adoption of fair-value accounting for
stock-based compensation to employees. However, it permits entities to continue to measure
compensation cost for those plans using the intrinsic value based method of accounting prescribed by
Accounting Principles Board (“APB”’) Opinion No 25, “Accounting for Stock Issued to Employees,”
whereby compensation cost is the excess, if any, of the quoted market price of the stock at the grant
date or other measurement date over the amount an employee must pay to acquire the stock. The
Company, as permitted, has elected to continue to apply APB Opinion No 25 and, as a resuit, have
provided pro forma disclosures of compensation expense for stock option plans, net of related tax
effects, net income and earnings per share and other disclosures, as if the fair value based method of
accounting had been applied. Had the Company determined compensation cost based on the fair value
method, our compensation expense for stock option plans, net of related tax effects, net income and
earnings per share would have been reduced to the pro forma amounts indicated below:

For the year ended June 30,
2004 2003 2002

(Dollars in thousands,
except per share data)

Compensation expense for stock option plans, net of related tax effects

Asreported ......... ... .. e e $ 741 § 500 §$ 162
Pro-forma. . ... . e e e 1,038 713 270
Net income

Asreported .. ... $6,111 $ 7483 § 5551
PrO- O Ma . o o ettt e 5,814 7,276 5,443
Basic earnings per share _ ‘

Asreported ... ... ... e $066 $§ 075 § 053
Proforma.................. e e $063 $§ 073 § 052
Diluted earnings per share

ASTEPOTLEd . o vttt $062 $ 071 $ 052
Pro-fOrma. . ..o v ittt $05 $ 069 $ 051
Dividendyield ........................ e n/a 2.67% 2.75%
Volatility . ... . n/a 21.70% 27.74%
Expected term .. .. ... .. n/a 75years 7.5 years
Risk-free interest 1ate . . . . .. .ot v i e e n/a 3.88% 4.41%

Recent Accounting Pronouncements

Consolidation of Variable Interest Entities- an interpretation of ARB No. 51
(““FASB Interpretation No. 46R”)

In January 2003, the Financial Accounting Standards Board (the “FASB”) issued FASB
Interpretation No. 46 (“FIN 46”), Consolidation of Variable Interest Entities, which addresses how a
business enterprise should evaluate whether it has a controlling financial interest in an entity through
means other than voting rights and accordingly should consolidate the entity. FIN 46 Revised (“FIN
46R™), issued in December 2003, replaces FIN 46. FIN 46R requires public entities to apply FIN 46 or
FIN 46R to all entities that are considered special-purpose entities in practice and under the FASB
literature that was applied before the issuance of FIN 46 by the end of the first reporting period that
ends December 15, 2003. For any variable interest entities that must be consolidated under FIN 46R,
the assets, liabilities and noncontrolling interests of the variable interest entities initially would be
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measured at their carrying amounts with any difference between the net amount added to the balance
sheet and any previously recognized interest being recognized as the cumulative effect of any
accounting change. If determining the carrying amounts is not practicable, fair value at the date FIN
46R first applies may be used to measure the assets, liabilities and noncontrolling interest of the
variable interest entities. The provisions of the statement had no impact on the Company’s earnings,
financial condition, or-stockholders’ equity.

Amendments of Statement 133 on Derivative Instruments and Hedging Activities

In April 2003, the FASB issued SFAS No. 149, “Amendments of Statement 133 on Derivative
Instruments and Hedging Activities”, which establishes accounting and reporting standards for
derivative instruments, including derivatives embedded in other contracts and hedging activities. This
Statement amends Statement No. 133 for decisions made by the FASB as part of its Derivatives
Implementation Group process. This Statement also amends Statement No. 133 to incorporate
clarifications of the definition of a derivative. This Statement is effective for contracts entered into or
modified and hedging relationships designated after June 30, 2003. The provisions of this Statement
had no impact on earnings, financial condition or stockholders’ equity.

Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity

In May 2003, the FASB issued SFAS No. 150, “Accounting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity”. This Statement establishes standards for how an issuer
classifies and measures certain financial instruments with characteristics of both liabilities and equity. It
requires that an issuer classify a financial instrument that is within its scope as a liability (or an asset in
some circumstances). Some of the provisions of this Statement are consistent with the current.
definition of liabilities in FASB Concepts Statement No. 6, “Elements of Financial Statements.” The
remaining provisions of this Statement are consistent with the Board’s proposal to revise that definition
to encompass certain obligations that a reporting entity can or must settle by issuing its own equity
shares, depending on the nature of the relationship established between the holder and the issuer. For
nonpublic entities, mandatorily redeemable financial instruments are subject to the provisions of this
Statement for the first fiscal period beginning after December 15, 2003. The provisions of this
Statement had no impact on earnings, financial condition or stockholders’ equity.

The Meaning of Other-Than-Temporary Impairment and its Application to Certain Investments
(“EITF 03-17)

In December 2003, the Emerging Issues Task Force issued EITF 03-1, “The Meaning of
Other-Than-Temporary Impairment and Its Application to Certain Investments.” This statement from
the EITF addresses disclosure requirements regarding information about temporarily impaired
investments. The requirements are effective for fiscal years ending after December 15, 2003 for all
entities that have debt or marketable equity securities with market values below carrying values. The
requirements apply to investments in debt and marketable equity securities that are accounted for
under SFAS No. 115, “Accounting for Certain Investments in Debt and Equity Securities.” The
required disclosure has been made in the annual financial statements.

Accounting for Certain Loans or Debt Securities Acquired in a Transfer(Statement of Position 03-3)

In December 2003, the AICPA's Accounting Standards Executive Committee (AcSEC) issued SOP
03-3, “Accounting for Certain Loans or Debt Securities Acquired in a Transfer”. SOP 03-3 is effective
for loans acquired in fiscal years beginning after December 15, 2004, with early adoption encouraged. A
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certain transition provision applies for certain aspects of loans currently within the Practice Bulletin 6,
Amortization of Discounts on Certain Acquired Loans. SOP 03-3 addresses accounting for differences
between contractual cash flows and cash flows expected to be collected from an investor’s initial
investment in loans or debt securities (loans) acquired in a transfer if those differences are attributable,
at least in part, to credit quality. It includes loans acquired in business combinations and applies to all
nongovernmental entities, including not-for-profit organizations. SOP 03-3 does not apply to loans
originated by the entity.

(2) Earnings Per Share

For the years ended June 30, 2004, 2003 and 2002 earnings per share, basic and diluted, were
$0.66 and $0.62, $0.75 and $0.71, and $0.53 and $0.52, respectively.

The following is a reconciliation of the numerators and denominators of the basic and diluted
earnings per share calculations.

Year Ended June 30,

2004 2003 2002
Basic Diluted Basic Diluted Basic Diluted
(Dollars in thousands, except share data)

Netincome ............. $ 6111 $ 6,111 $ 7489 § 7489 § 5551 § 5551
Dividends on unvested stock

awards. . ........... .. (107) (107) (73) (73) (29) 29
Income available to common '

stock holders .......... $ 6004 $ 6004 $ 7416 $ 7416 $ 5522 % 5,522
Weighted average shares

outstanding . .......... 9,097,015 9,097,015 9,923,968  9,923968 10,335,262 10,335,262
Effect of dilutive securities:

Options . ............. — 325,357 — 237,157 — 159,100

Unvested stock awards . . . — 215,394 — 301,067 — 109,187
Adjusted weighted average

shares used in earnings

per share calculation. . . . . 9,097,015 9,637,766 9,923,968 10,462,192 10,335,262 10,603,549
Earnings per share. .. ... .. $ 066 $ 062 $ 075 $ 071 $ 053 § 0.52

63




(3) Securities

Securities at June 30, 2004 and 2003 consisted of the following:

June 30, 2004

Amortized  Unrealized Unrealized Estimated
cost gains losses fair value

(Dollars in thousands)
Held to maturity:

Municipal bonds . .. ... ... $ 18,132  §$ 51 $ — §$18,183
US government agency securities ................. 16,000 — (283) 15,717
Mortgage-backed securities
FNMA ... . 15,363 137 — 15,500
CMOS .« o e et 49,018 — (17) 49,001
Total held tomaturity . ... ... ... . ... 98,513 188 (300) 98,401
Available for sale:
US government agency securities ... .............. 75,031 — (1,572) 73,459
Mortgage-backed securities
FNMA . 80,705 — (1,043) 79,662
FHLMC ... e e e 58,565 — (1,241) 57,324
GNMA .. 2,486 — (6) 2,480
FHLBstock ........ ..., 12,203 — — 12,203
Equity securities . ........... ... ... L 9,188 16 (125) 9,079
Total available forsale . ......................... 238,178 16 (3,987) 234,207
Total securities . ... ... oot e $336,691 $204 $(4,287)  $332,608

June 30, 2003

Amortized  Unrealized Unrealized Estimated
cost gains losses- fair value

(Dollars in thousands)
Held to maturity:

Municipal bonds . .. ....... .. ... $ 17,320 $ 675 $ — $17995
Available for sale:
~ US government agency securities ................. 76,980 1,225 — 78,205
Mortgage-backed securities
FNMA ... ... e 128,303 2,456 (69) 130,690
FHLMC . ... . i i 52,912 365 (1,236) 52,041
GNMA .. .. 14,969 318 — 15,287
FHLB StOCK .o cv oo i i e e e 9,252 — — 9,252 !
Equity securities .. ....... ... . .. L 6,477 — (67) 6,410
Total available forsale .......................... 288,893 4,364 (1,372) 291,885
Total securities . . ... .ot . $306,213  $5,039 $(1,372)  $309,880

Proceeds from the sales of securities available for sale for the years ended June 30, 2004, 2003,
and 2002 were $72.7 million, $66.0 million and $23.6 million, respectively. Gross gains of $948,000,
$1.8 million and $437,000 were realized in fiscal 2004, 2003 and 2002, respectively. There were gross
losses of $152,000, zero and $34,000 in fiscal 2004, 2003 and 2002, respectively. Additionally, there were
no recognized losses in fiscal 2004 compared to recognized losses of $48,000 and $93,000 in fiscal 2003
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and 2002, respectively, resulting from other than temporary declines in values of certain equity
securities.

Accrued interest receivable on securities amounted to $1.7 million and $1.6 million at June 30,
2004 and 2003, respectively.

Of the U.S. government and agency securities in our portfolio, $11.0 million are being held at the
Federal Reserve Bank as collateral for certain municipal accounts and treasury, tax and loan payments.

The amortized cost and estimated fair value of securities available for sale at June 30, 2004, by

contractual maturity, are shown below.
Securities by stated maturity

After 10 years
After 1 year  After 5 years or with no

1 year  but less than  but less than stated
or less 5 years 10 years maturity Total
(Dollars in thousands)

US government agency securities . ... ... $1,016  $ 80,652  $ 7,508 $ — 889,176
Mortgage-backed securities . .. ... .... .. — 18,342 28,978 156,647 203,967
Municipal bonds .. ................. 600 259 2,107 15,217 18,183
Equity securities. . . ................. — — — 21,282 21,282
Total securities at fair value ........... 1,616 99,253 38,593 193,146 332,608
Total securities at amortized cost. . ...... $1,600  $100,961 $39,793 $194,337  $336,691

The Company must maintain ownership of specified amounts of stock as a member of the Federal
Home Loan Bank of Pittsburgh (“FHLB”). The Company’s ownership of FHLB stock was
$12.2 million and $9.3 million as of June 30, 2004 and 2003, respectively.

For mortgage-backed securities, expected maturities will differ from contractual maturities because
borrowers may have the right to prepay the obligation. Of the Company’s $89.2 million U.S.
Government and Government agency securities, $75.0 million are callable within one year.

As described in note 10, certain securities available for sale are maintained to collateralize
advances from the FHLB.

Unrealized losses on available for sale securities

Provided below is a summary of securities available-for-sale which were in an unrealized loss
position at June 30, 2004. Approximately $311,000 or 8.2% of the unrealized loss was comprised of
securities in a continuous loss position for twelve months or more which consisted of mortgage-backed
securities. The Company has the ability and intent to hold these securities until such time as the value
recovers or the securities mature. Further, the Company believes the deterioration in value is
attributable to changes in market interest rates and not credit quality of the issuer.

June 30, 2004

Under One Year One Year or More
Gross Estimated Gross
Estimated  Unrealized Fair Unrealized
Fair Value Losses Value Losses
US government agency securities ... ................ § 65284 $(165) $§ — $§ —
Mortgage-backed securities
FNMA ..ottt e 47,490 (792) 4511 (102)
FHLIMC . ... . . i e 39,326 (1,004) 3,977 (112)
GNMA ..\t 2,480 (6)
Equity securities . ............ i 2,748 (28) 5,984 (97)
Total available forsale........................... 157,328 (3,486) 14,472 (311)
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(4) Loans

Loans receivable as of June 30,

Mortgage loans:
Single-family

Multi-family & commercial real estate

Construction
Home equity

Total mortgage loans
Consumer loans
Commercial business loans

Total loans receivable

Allowance for loan losses
Deferred loan fees

Loans receivable, net

Included in loans receivable are loans on non-accrual status in the amounts of $1.4 million,
$1.7 million and $4.0 million at June 30, 2004, 2003 and 2002, respectively. Interest income that would
have been recognized on such non-accrual loans during the years ended June 30, 2004, 2003 and 2002,
had they been current in accordance with their original terms was $84,000, $127,000, and $257,000,

respectively.

As of June 30, 2004, 2003 and 2002, the Company had impaired loans with a total recorded

investment of $2.1 million, $1.9 mill

2004 and 2003 consisted of the following:

June 30, 2004  June 30, 2003
(Dollars in thousands)

....................... $181,049  $131,821

............. 180,881 155,892
....................... 57,014 36,191
....................... 91,348 72,990
....................... 510,792 396,894
....................... 1,678 2,324
....................... 17,686 20,549
....................... 530,156 419,767
....................... (5,220) (5.312)
....................... (747) (6356)
....................... $524,189  $413,799

ion and $3.4 million, respectively, and an average recorded

investment for the years ended June 30, 2004, 2003 and 2002 of $1.2 million, $476,000 and $1.8 million,
respectively. Cash of $51,000, $124,000 and $134,000 was collected on these impaired loans during the
years ended June 30, 2003, 2002 and 2001, respectively. Interest income of zero, $9,000 and $80,000
was recognized on such loans during the years ended June 30, 2004, 2003 and 2002, respectively. As of

June 30, 2004, 2003 and 2002, there
was a related specific allowance for

were no recorded investments in impaired loans for which there
credit losses.

The following is a summary of the activity in the allowance for loan losses for the years ended

June 30, 2004, 2003 and 2002:

Balance, beginning of the period

Provisions for loan losses
Charge-offs
Recoveries

Balance, end of the period

For the year ended June 30,
2004 2003 2002
(Dollars in thousands)

$5,312  $4,626  $4,313

........................ 426 1,034 1212
........................ (727)  (391)  (954)
........................ 209 43 55

$5,220 $5312 $4,626
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(5) Mortgage Servicing Activity
A summary of mortgage servicing rights activity follows:

For the year ended June 30,

2004 2003 2002
. (Dollars in thousands)
Balance, beginning of the period . .................. $ 220 $ 221 § 340
Originated servicing rights. . .. .................... 89 179 —
AMOTHZAtON © . .\ttt e e et e e (120)  (180)  (119)
Balance, end of the period ....................... $ 189 § 220 § 221

At June 30, 2004, 2003 and 2002, the Company serviced loans for others of $47.7 million,
$68.1 million, and $58.3 million, respectively. Loans serviced by others for the Company as of June 30, -
2004, 2003 and 2002 were $33.9 million, $29.4 million, and $28.9 million, respectively.

(6) Deposits
Deposit balances by type consisted of the following at June 30, 2004, and 2003:

June 30, 2004 June 30, 2003

Percent of Percent of
Amount total Amount total
(Dollars in thousands)
Savings accounts (passbooks, statements, clubs) . ........ $ 91,879 152% $ 86,447 14.7%
Money market aCCOUNLS . . . vt v v v v v e e e 99,455 16.5 79,280 135
Certificates of deposit less than $100,000.............. 227,161 377 242,820 41.4
Certificates of deposit greater than $100,000(1) ......... 52,373 8.7 56,974 9.7
Interest-bearing checking accounts .................. 56,350 9.3 51,541 8.8
Non-interest-bearing checking accounts . .. ............ 75,897 12.6 69,581 11.9
dotal oo e e e s $603,115  100.0% $586,643 100.0%

(1) Deposit balances in excess of $100,000 are not federally insured.

While certificates of deposit are frequently renewed at maturity rather than paid out, a summary
of certificates of deposit by contractual maturity and rate at June 30, 2004 is as follows:

Maturity Date

Over Over Over
six months  one year two years
Six months through through through Over
Interest rate or less one year two years  three years three years
. (Dollars in thousands)
000% -299% .......cciiiiiiri $104,381  $79,604 $16,531 $ 4,933 - $ 8,485
300%-399% . ... .. e 17,855 3,245 3,561 8,248 5,184
4.00% -499% ........ e i e 14,811 1,021 3,637 3,843 2,557
500% -599% .. 405 60 . 152 — ' 8
6.00% and over ......: ..l 239 249 - 387 26 112

Total ............. ... ... e - 8137,691  $84,179 824268 $17,050  $16,346
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As of June 30, 2004 certificates of deposit contractual maturities are:

Year ending (Dollars in thousands)
June 30, 2005 ... o e e e $221,870
June 30, 2006 . . ..o i e e e e e 24,268
June 30, 2007 ... o e 17,050
June 30, 2008 . ... . 9,907
June 30, 2009 . . ... e e e e 1,305
Thereafter . ... oo e 5,134
$279,534

Interest expense on deposits for the years ended June 30, 2004, 2003 and 2002 consisted of the
following:

For the year ended June 30,

2004 2003 2002
(Dollars in thousands)
Savings accounts . . ............. . $ 571 $§ 923 §$ 1,175
Checking accounts. . .. .....co ... 1,284 1,317 1,346
Certificates of deposit . . ........... ... ... ..... 7,422 10,569 14,810
TOtal .« e e $9,277 $12,809 $17,331

(7) Property and Equipment

Amounts charged to operating expense for depreciation for the years ended June 30, 2004, 2003
and 2002 amounted to $996,000, $959,000 and $883,000, respectively.

For the year ended

June 30,
Depreciable life 2004 2003

(Dollars in

thousands)
Land. ... o e $ 1424 $ 1,424
Buildings . . ...... .. i o 15 to 40 years 5,897 5,822
Furniture, fixtures and equipment . .. ........ 3 to 7 years 6,108 5,576
TOtal . oo e 13,429 12,822
Accumulated depreciated ........ ... oL (7,454) (6,458)
Property and equipment, net .............. $ 5975 $ 6,364

(8) Income Taxes

The Small Business Job Protection Act of 1996, enacted on August 20, 1996, provides for the
repeal of the tax bad debt deduction computed under the percentage of taxable income method. Upon
repeal, the Company is required to recapture into income, over a six-year period, the portion of its tax
bad debt reserves that exceeds its base year reserves (i.e., tax reserves for tax years beginning before
1988). The base year tax reserves, which may be subject to recapture if the Company ceases to qualify
as a bank for federal income tax purposes, are restricted with respect to certain distributions. The
Company’s total tax bad debt reserves at June 30, 2004 are approximately $6.2 million, of which
$6.2 million represents the base year amount.
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Income tax expense (benefit) for the years ended June 30, 2004, 2003 and 2002 consisted of the
following:

Current  Deferred Total
(Dollars in thousands)

For the year ended June 30,2004 .......... Federal $2,851  $(269) $2,582
State 28 — 28
Total $2,879  $(269) $2,610
For the year ended June 30, 2003 .......... Federal $3,925 §$(417) $3,508
State 102 — 102
Total $4,027  $(417) $3,610
For the year ended June 30,2002 .......... Federal $2988 $(304) $2,684
State 6 — 6

Total  $2,994  $(304) $2,690

The expense (benefit) for income taxes differed from that computed at the statutory federal
corporate rate for the years ended June 30, 2004, 2003 and 2002 as follows:

For the year ended June 30,

2004 2003 2002
Percent of Percent of Percent of
pretax pretax pretax
Amount income Amount  income Amount income
(Dollars in thousands)
Atstatutoryrate .................... $2,965 340% $3,774  34.0% $2,771 34.0%
State tax, net of federal tax benefit . ... ... 18 0.2 67 0.6 4 —
Low income housing credits . . .......... 2% (0.3) (29)  (0.3) (29) —
Tax-exempt interest .. ................ (256) (2.9 (232) (2.1 (100)  (1.0)
Meals and entertainment .............. 7 0.1 8 0.1 6 —
BOLI ... ..o o (82) (0.9 (22) (0.2
Dividends on ESOP shares . . ........... 98) (1.1 (83) (0.8) — —
Non-deductible expenses .. ............ -2 0.0 1 0.0 1 —
ESOP compensation expense . .......... 115 1.2 71 0.6 41
Other ... ... i (32) (04 55 05 @ -
Income tax per statement of income . . .. .. $2,610  29.9% $3,610  325% $2,690  33.0%
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Significant deferred tax assets and liabilities of the Company as of June 30, 2004 and 2003 are as

follows:

Impairment reserves . .
Deferred loan fees . . .

Retirement plan 1eseIves .. ... ... oo

Employee benefits . . .

..........................................

Intangible asset amortization ....... e e e e

Uncollected interest . .
Book bad debt reserves

P T T T T T T T T

.........................................

Unrealized loss on available for sale securities . ... ... .. e e

Other,net . ........

Gross deferred tax aSSets . . v v v it i e e e e e

Tax bad debt reserves in excess of base year ... ........... ... ... ...

Prepaid expenses . . . .

Originated mortgage servicing rights . .. ......... ... .. ... ... .. ... ...
Investment in Joint Venture . . ... ...,
Gain on transfer of AFS securities .......... e e
Unrealized gain on available for sale securities ........................

Depreciation .......

..........................................

Gross deferred tax HabiliIES « « v « <« v o v o v et e e

Net tax deferred asset .

..........................................

70

June 30,

2004 2003
(Dollars in thousands)
$ 52 $ 113

254 171
507 452
612 427
139 223
17 53
1,775 1,806
1,478 —
26 16
4,860 3,261
— (138)
(15) (15)
(64) (75)
— (1)
&) (5)
— (1,158)

(123) (121)

(07)  (1,513)
$4,653 $ 1,748




The realizability of deferred tax assets is dependent upon a variety of factors, including the
generation of future taxable income, the existence of taxes paid and recoverable, the reversal of
deferred tax liabilities and tax planning strategies. Based upon these and other factors, management
believes it is more likely than not that the Company will realize the benefits of these deferred tax
assets.

{9) Benefit Plans
Money Purchase Pension Plan

The Company maintained a money purchase pension plan (“Plan”) to which the Company
contributed for all eligible employees. During the first six months of the fiscal year ended June 30,
2004, this contribution was 4.125% of their base salary. On December 31, 2003, Willow Grove Bank
merged the Plan into the Willow Grove 401(k)/Employee Stock Ownership Plan by (“401(k)/ESOP”)
transferring $2,594,049 in net assets. Upon termination of the Plan, all of its participants were
immediately fully vested in the benefits provided pursuant to the Plan. The expense of such plan was
$78,000, $229,000, and $301,000 for the years ended June 30, 2004, 2003 and 2002, respectively.

401(k) Plan

The 401(k)/ESOP covers all eligible employees and permits them to make certain contributions to
their 401(k) accounts in the plan on a pretax basis. Employees are permitted to contribute up to 15%
of their salary to this plan. The Company matches fifty cents for every dollar contributed up to 6% of
salary. The expense related to the 401(k) portion of this plan was $167,000, $170,000 and $158,000 for
the years ended June 30, 2004, 2003 and 2002, respectively.

ESOP

In December 23, 1998, the Company adopted an Employee Stock Ownership Plan (“ESOP”). The
ESOP borrowed $1.8 million from the Company and used the funds to purchase 408,769 shares
(179,270 shares pre-exchange) of the Company’s common stock. The loan has an interest rate of 7.75%
and has an amortization schedule of 15 years. The April 2002 Reorganization resulted in an additional
ESOP loan of $5.1 million to purchase an additional 513,130 shares of the Company’s common stock
issued in the Reorganization. This loan has an interest rate of 4.75% and an amortization schedule of
15 years. Shares purchased are held in a suspense account for allocation among the participants as the
loans are repaid. Effective January 31, 2000, the Company merged the 401(k) Plan and ESOP.
Contributions to the ESOP portion of the 401(k)/ESOP and shares released from the loan collateral
will be in an amount proportional to repayment of the original ESOP loans. Shares are allocated to
participants based on compensation as described in the 401(k)/ESOP, in the year of allocation. At
June 30, 2004, there were 175,336 ESOP shares allocated to participants, representing a fair value of
$2.8 million, in addition, there were 30,730 shares committed to be released. The Company recorded

“compensation expense of $1.0 million, $824,000, and $338,000 for the ESOP for the years ended
June 30, 2004, 2003 and 2002, respectively.

Supplemental Retirement Plans

Effective June 30, 1998, the Company adopted non-qualified supplemental retirement plans for the
Company’s Board of Directors (the “Directors’ Plan”) and for the Company’s president (the
“President’s Plan”). The Directors’ Plan provides for fixed annual payments to qualified directors for a
period of ten years from retirement. Benefits to be paid accrued at the rate of 20% per year on
completion of six full years of service, with full benefit accrual at ten years of service. At the time these
plans were adopted credit was given for past service. The President’s Plan provides for payments for a
period of ten years beginning at retirement based on a percentage of annual compensation not to
exceed an established cap. Full benefits become accrued at age 68 with partial vesting prior thereto.
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Both plans provide for full payments in the event of a change in control of the Company. The costs of
each of the Directors’ Plan and President’s Plan were $163,000 and $35,000, $150,000 and $60,000, and
$120,000 and $60,000 for fiscal years ended 2004, 2003 and 2002, respectively. The Directors’ Plan and
President’s Plan are intended to be, and are, unfunded.

RRP

Pursuant to the 1999 Recognition and Retention Plan and Trust Agreement (the “1999 RRP”), the
Company acquired 204,384 shares (89,635 shares pre-exchange) at a cost of $929,000. Pursuant to the
terms of the agreement, all 204,384 shares have been awarded to directors and management from the
1999 RRP Trust, however 4,272 shares were forfeited during fiscal year 2004. As of June 30, 2004,
150,685 granted shares were vested pursuant to the terms of the 1999 Plan. In fiscal 2003, the Company
adopted the 2002 Recognition and Retention Plan and Trust Agreement (the “2002 RRP”), and
acquired 256,565 shares at a cost of $2.2 million. Pursuant to the terms of the 2002 RRF, 222,468
shares have been awarded to directors and management As of June 30, 2004, 44,490 granted shares
were vested pursuant to the terms of the 2002 RRP. ‘

At June 30, 2004, the deferred cost of unearned 1999 and 2002 RRP shares totaled $707,000 and
is recorded as a charge against stockholders’ equity. Compensation expense on 1999 and 2002 RRP
shares granted is recognized ratably over the five year vesting period in an amount which totals the
market price of the Company’s stock at the date of grant. The Company recorded compensation
expense of $741,000, $500,000 and $162,000 related to both these plans for the years ended June 30,
2004, 2003 and 2002, respectively.

Stock Option Plan

The stockholders of the Company approved a stock option plan in fiscal 2000 (the “1999 Plan”)
for officers, directors and certain employees of the Company and its subsidiaries. Pursuant to the terms
of the 1999 Plan, the number of common shares reserved for issuance was a total of 510,963 (224,087
shares pre-exchange) of which 31,960 options remain unawarded. The number and exercise price of
options granted under the 1999 Plan prior to the 2002 Reorganization were adjusted for the exchange
ratio. Additionally the stockholders of the Company approved a stock option plan in fiscal 2003 (the
“2002 Plan”) for officers, directors and certain employees of the Company and its subsidiaries.
Pursuant to the terms of the 2002 Plan, the number of common shares reserved for issuance was
641,412 of which 96,442 remain unawarded at June 30, 2004, All options were granted with an exercise
price equal to fair market value at the date of grant and expire in 10 years from the date of grant. All
stock options granted vest over a five year period commencing on the first anniversary of the date of
grant.

A summary of the status of the Company’s stock options under both the 1999 and 2002 Plans as of
June 30, 2004 and changes during the year is presented below:

Year ended June 30, 2004 Year ended June 30, 2003 Year ended June 30, 2002

Weighted Weighted Weighted
Number of average exercise Number of average exercise Number of average exercise

shares price shares price shares price

Outstanding at beginning of
VEAT « v it 935,706 $ 9.94 470,695 $5.56 327,663 $3.97
Granted . ................ — — 547,420 12.87 172,572 8.33
Exercised . ............... (62,051) 6.27 (78,647) 427 (27,818) 3.97
Forfeited . ............... (18,206) 6.99 (3,762) 6.74 (1,722) 3.97
QOutstanding at end of year ... 855,449 $10.27 935,706 $9.94 470,695 $5.56
Exercisable at end of year . ... 265,300 $ 8.09 123,800 $4.98 119,660 $3.97

72




The following table summarizes all stock options outstanding under the 1999 and 2002 Plans as of
June 30, 2004, segmented by range of exercise prices:

Total outstanding options at June 30, 2004

Range of exercisable prices .. .......... ... .. ..o L. $3.97 to $15.88

Number outstanding .. ......... ... ... i 855,449

Weighted average remaining contractual life.. . .............. 7.54 years

Weighted average exercise price. . ..., $10.27
Exercisable options at June 30, 2004

Number outstanding . . .. ... ... i 265,300

Weighted average exercise price. .. ...................... $8.09

(10) Federal Home Loan Bank Advances

Under terms of its collateral agreement with the FHLB, the Company maintains otherwise
unencumbered qualifying assets (principally qualifying 1-4 family residential mortgage loans and U.S.
government agency, and mortgage-backed securities) in the amount of at least as much as its advances
from the FHLB. The Company’s FHLB stock is also pledged to secure these advances.

At June 30, 2004, the Company’s FHLB advances have contractual maturities as follows:

Amount Weighted
outstanding  average rate

(dollars in thousands)

Due by:
June 30,2005 . . . ... e $ 34,558 1.78%
June 30,2006 . ... ... e 7,818 3.46
June 30, 2007 . . .. o e 34,569 3.66
June 30, 2008 . . .. ... e 6,740 3.46
June 30,2009 . . .. ... 12,566 325
Thereafter .. ..... oo 109,917 4,14

Total . . e $206,168 3.66%

At June 30, 2004, $114.5 million of the above advances were callable at the direction of the FHLB
within certain parameters, of which $53.5 million could be called within one year.

(11) Commitments and Contingencies

At June 30, 2004 and 2003, the Company was committed to fund loans as follows:

June 30,
2004 2003
(Dollars in thousands)
Loans with fixed interest rates ... ............covu.... $21,071 $16,936
Loans with variable interestrates . . ................... 33,763 12,072
Total commitments to fund loans . .................... $54,834 $29,008

Financial Instruments With Off-Balance Sheet Risk

The Company is a party to financial instruments with off-balance-sheet risk in the normat course
of business to meet the financing needs of its customers. These financial instruments include
commitments to extend credit and standby letters of credit. Those instruments involve, to varying
degrees, elements of credit risk in excess of the amount recognized in the balance sheet. The




Company’s exposure to credit loss in the event of non-performance by the other party to the financial
instrument for commitments to extend credit and standby letters of credit is represented by the
contractual notional amount of those instruments. The Company uses the same credit policies in
making commitments and conditional obligations as it does for on-balance-sheet instruments (see

Note 1 of the “Notes to Consolidated Financial Statements” included in Item 8 herein). At June 30,
2004 the Company is committed to the funding of first mortgage loans of approximately $13.7 million,
construction loans of approximately $33.0 million and commercial real estate loans of $8.1 million, lines
of credit of $33.2 million, standby letters of credit of $2.8 million and undisbursed funds on previous
disbursed loans of $51.5 million.

Concentration of Credit Risk

The Company offers residential and construction real estate loans as well as commercial and
consumer loans. The Company’s lending activities are concentrated in Pennsylvania. The largest
concentration of the Company’s loan portfolio is located in eastern Pennsylvania. The ability of the
Company’s borrowers to repay amounts owed is dependent on several factors, including the economic
conditions in the borrower’s geographic region and the borrower’s financial condition.

Legal Proceedings

In the normal course of business, the Company is involved in various legal proceedings.
Management of the Company, based on discussions with litigation counsel, believes that such
proceedings will not have a material adverse effect on the financial condition or operations of the
Company. There can be no assurance that any of the outstanding legal proceedings to which the
Company is a party will not be decided adversely to the Company’s interests and have a material
adverse effect on the financial condition and operations of the Company.

Other Commitments

In connection with the operation of fourteen of its banking offices and an operations center, the
Company leases certain office space. The leases are classified as operating leases, with rent expense of
$767,000, $692,000 and $577,000 for the years ended June 30, 2004, 2003 and 2002, respectively.
Minimum payments over the remainder of the lease are summarized as follows:

Minimum lease payments

(Dollars in thousands)

Year ended:
June 30, 2005 . ..t $ 706
June 30,2006 . . ... 684
June 30, 2007 . . oot e 657
June 30,2008 . ... . 513
Thereafter . ..o e 421
T0tal . oo e e e $2,981

(12) Regulatory Matters

The Bank is subject to various regulatory capital requirements administered by the federal banking
agencies. Failure to meet minimum capital requirements can initiate certain mandatory, and possibly
additional discretionary actions by regulators that if undertaken, could have a direct material effect on
the Company’s financial statements. Under capital adequacy guidelines and the regulatory framework
for prompt corrective action, the Bank must meet specific capital guidelines that involve quantitative
measures of the Bank’s assets, liabilities, and certain off-balance sheet items as calculated under
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accounting practices. The Bank’s capital amounts and classifications are also subject to qualitative
judgments by the regulators about components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Bank to
maintain certain minimum amounts and ratios (set forth in the table below).

As of June 30, 2004 the most recent notification from the Office of Thrift Supervision (“OTS”)
categorized the Bank as well capitalized under the regulatory framework for prompt corrective action.
To be categorized as well capitalized the Bank must maintain minimum ratios as set forth in the
following table. There are no conditions or events since that notification that management believes
have changed the institution’s category.

The Bank’s actual capital amounts and ratios are presented in the following table.

Required to be

Required for well capitalized
capital under prompt
adequacy corrective action
Actual capital purposes provision

Amount Rate Amount Rate Amount Rate
(Dollars in thousands)

As of June 30, 2004:
Tangible capital

to tangible assets . ... ... ... $88,018  9.5% $13,826  1.5% $18,434 2.0%
Core capital

to adjusted tangible assets .. ... .. [P 88,018 9.5 36,929 4.0 46,162 5.0
Tier 1 capital ‘

to risk-weighted assets . .. ................... 88,018 16.7 N/A NA 31,570 6.0
Risk-based capital

to risk-weighted assets . ............. ... .... 93,238 17.7 42,093 80 52,616 100

As of June 30, 2003:
Tangible capital

to tangible assets . ... ... .. ... $85,732 .10.2% $12,685  1.5% $16,914 2.0%
Core capital

to adjusted tangible assets ............. ... ... 85,732 10.2 33712 40 42284 5.0
Tier 1 capital

to risk-weighted assets . .. ........ .. ... ... ... 85,732 19.6 N/A N/A 26234 6.0
Risk-based capital

to risk-weighted assets .. .................... 91,044 20.8 34,978 80 43,723 10.0

The Bank is not under any agreement with the regulatory authorities nor is it aware of any current
recommendations by the regulatory authorities which, if they were to be implemented, would have a
material effect on liquidity, capital resources, or operations of the Bank.

(13) Fair Value of Financial Instruments

The Company’s methods for determining the fair value of its financial instruments as well as
significant assumptions and limitations are set forth below.
Limitations

Estimates of fair value are made at a specific point in time, based upon, where available, relevant
market prices and information about the financial instrument. Such estimates do not include any
premium or discount that could result from offering for sale at one time the Company’s entire holdings
of a particular financial instrument. For a substantial portion of the Company’s financial instruments,
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no quoted market price exists. Therefore, estimates of fair value are necessarily based on a number of
significant assumptions (many of which involve events outside the control of management). Such
assumptions include assessments of current economic condition, perceived risks associated with these
financial instruments and their counterparties, future expected loss experience, and other factors. Given
the uncertainties surrounding these assumptions, the reported fair values represent estimates only and,
therefore, cannot be compared to the historical accounting model. Use of different assumptions or
methodologies is likely to result in significantly different fair value estimates.

The estimated fair values presented neither include nor give effect to the values associated with
the Company’s banking or other businesses, existing customer relationships, branch banking network,
property, equipment, goodwill, or certain tax implications related to the realization of unrealized gains
or losses. The fair value of non-interest-bearing demand deposits, savings and NOW accounts, and
money market deposit accounts is equal to the carrying amount because these deposits have no stated
maturity. This approach to estimating fair value excludes the significant benefit that results from the
low-cost funding provided by such deposit liabilities, as compared to alternative sources of funding. As
a consequence, this presentation may distort the actual fair value of a banking organization that is a
going concern.

The following methods and assumptions were used to estimate the fair value of each major
classification of financial instruments at June 30, 2004 and 2003:
Cash and Cash Equivalents, Accrued Interest Receivable, Deposits with No Stated Maturity, and Accrued
Interest Payable

These financial instruments have carrying values that approximate fair value.

Securities Available for Sale and Held to Maturity

Current quoted market prices were used to determine fair value.

Loans

Fair values were estimated for portfolios of loans with similar financial characteristics. Loans were |
segregated by type and each loan category was further segmented by fixed and adjustable-rate interest f
terms. The estimated fair value of the segregated portfolios was calculated by discounting cash flows

based on estimated maturity and prepayment speeds using estimated market discounted rates that

reflected credit and interest risk inherent in the loans. The estimate of the maturities and prepayment

speeds was based on the Company’s historical experience. Cash flows were discounted using market

rates adjusted for portfolio differences.

Loans Available for Sale

The fair value of mortgage loans originated and intended for sale in the secondary market is based
on contractual cash flows using current market rates, calculated on an aggregate basis.

Certificates of Deposit

Fair value was estimated by discounting the contractual cash flows using current market rates
offered in the Company’s market area for deposits with comparable terms and maturities.

FHLB Advances

Fair value was estimated using discounted cash flow analysis based on the Company’s current
incremental borrowing rate for similar types of borrowing arrangements.
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Commitments to Extend Credit

The majority of the Company’s commitments to extend credit carry current interest rates if
converted to loans. Because commitments to extend credit are generally unassignable by either the
Company or the borrower, they only have value to the Company and the borrower. The estimated fair
value approximates the recorded deferred fee amounts.

The carrying amounts and estimated fair values of the Company’s financial instruments, including
off-balance sheet financial instruments, at June 30, 2004 and 2003, are as follows:

June 30, 2004 June 30, 2003

Carrying Fair Carrying Fair
Amount Value Amount Value

{DoHars in thousands)

Assets:
Cash and cash equivalents . ............... ... ...... $15,595 $15,595 $98,040 $98,040
Securities available forsale. . ........... . ... ... . ... 234,207 234,207 291,885 291,885
Securities held to maturity ......... ... o oL 98,513 98,401 17,320 17,995
Loans available forsale . ...... ... ... o i ... 1,136 1,136 5,293 5,293
Loans, Det . . v oo vt e e e 524,189 576,766 413,799 434,508
Accrued interest receivable . . . . ... .. . o 3,565 3,565 3,520 3,520
Liabilities:
Deposits with no stated maturities. . . ................. 323,581 323,581 286,849 286,849
Certificates of deposits . . ............ oL 279,534 279,520 299,794 306,152
FHIB AQVAINCES .« v o oottt e et iiieaenien e 206,168 201,089 132,557 127,822
Accrued interest payable ............ .. oo L 986 986 933 933

Contract Fair Contract Fair
Amount Value Amount Value

Off balance sheet financial instruments:
Commitments to extend credit . ............ .. ... .. .. .. $42578 § (76) $(1,645) $ (483)




(14) Comprehensive Income (Loss)

The tax effects allocated to each component of “Other comprehensive income”. are as follows:

Unrealized (losses) gains on securities available for sale:
Unrealized holding (losses) gains during the period..............
Reclassification adjustment for gains (losses) included in net income .

Total other comprehensive 1oss . .. ... ... oL

Unrealized (losses) gains on securities available for sale:
Unrealized holding (losses) gains during the period .. ............
Reclassification adjustment for gains (losses) included in net income .

Total other comprehensive loss . . .......... ... .. i

Unrealized gains (losses) on securities available for sale:
Unrealized holding gains (losses) during the period . ........ ... ..
Reclassification adjustment for gains (losses) included in net income .

Total other comprehensive income . ... ... L

(15) Dividend Policy

Year ended June 30, 2004

Before tax After tax
amount Tax Effect Amount

(Dollars in thousands)

$(7,761)  $2,949  $(4,812)
796 (302) 494

$(6,965) $2,647  $(4,318)

Year ended June 30, 2003

Before tax After tax
amount Tax Effect  Amount

{Dollars in thousands)

$(1,754)  $667  $(1,087)
1,712 (651) 1,061

$ (42) $16 $ (26)

Year ended June 30, 2002

Before tax After tax
amount Tax Effect  Amount

(Dollars in thousands)

$2,722  $(1,007) $1,715
310 (115) 195

$3,032  $(1,122) $1,910

The Company’s ability to pay dividends is dependent, in part, upon its ability to obtain dividends
from the Bank. The future dividend policy of the Company is subject to the discretion of the Board of
Directors and will depend upon a number of factors, including future earnings, financial conditions,
cash needs, and general business conditions. Holders of common stock will be entitled to receive
dividends as and when declared by the Board of Directors of the Company out of funds legally
available for that purpose. Such payment, however, will be subject to the regulatory restrictions set
forth by the OTS. In addition, OTS regulations provides that, as a general rule, a financial institution
may not make a capital distribution if it would be undercapitalized after making the capital distribution.
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(16) Parent Company Financial Information (Willow Grove Bancorp, Inc.)

Condensed Statement of Financial Condition

At At
June 30, 2004  June 30, 2003

(Dollars in thousands)

Assets: N
Cash on deposit with subsidiary . ......... e $ 373 $ 559
Note receivable from subsidiary . . ......... .. ... ... ... .. 16,220 27,793
Investment in subsidiary .......... ... ... . . . 86,498 88,609
Securities (amortized cost of $314 and $102, respectively) ............ 306 101
OthEr ASSELS . . v v v e e et e et et e PR 789 472
Total assets . ......... e e e e ey 8104186 $117,534
Liabilities and stockholders’ equity: '
Other liabilities . . . . .. .ot e e $ 410 $ 404
Total liabilities ... ... ...t . o 410 404
Total stockholders’ equity . . . ... i 103,776 117,130

Total liabilities and stockholders’ equity ... ................. S $104,186 -~ $117,534

Condensed Statement of Income

For the year ended June 30,
2004 2003 2002
(Dollars in thousands)

Interest income:

Interest income on note receivable .............. L $ 648 $1,543 §$ 599
Total interest iNCOME: . . . .o vvv vt e D A 648 1,543 599
Non-interest income:

Realized gain (loss) on equity securities . ........... ... .. ....... 21 48) (107)
Total noN-interest iINCOME . . ..o v vttt i 21 (48) (107)

Equity in undistributed income of subsidiary .. .................... 6,106 6,875 5,522
Total INCOMIE &+ o v vttt e it e e e e e e e 6,775 8370 6,014
Expense:

Professional fees . ....... ... e 400 253 238

Stationery and printing . . .. ... .. e 19 26 25

10311 275 306 187
TOtal EXPEMSE . . . v v vttt e 694 585 450
Income before taxes . .. ... ...ttt e 6,081 7,785 5,564
Income tax (benefit) eXpense . ...... ... (30) 296 13
Nt ICOMIE .+ v o e e e e e et et et e e e e e e $6,111 §7,489 $5,551
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Condensed Statement of Cash Flows

For the year ended June 30,
2004 2003 2002
(Dollars in thousands)

Cash flow from operating activities:

Nt INCOME: . . ot et et e e e e $ 6111 $ 748 $ 5,551
Less items not affecting cash flows

Equity in undistributed income of subsidiary ................... (6,106)  (6,875)  (5,522)
Realized (gain) loss on securities available forsale . . ............ '. (21 48 37
(Increase) decrease in other assets .......... e e (262) 270 257
Increase (decrease) in other liabilities ............... ... .. ... 6 71 (22)
Net cash (used in) provided by operating activities . . . .. .......... (272) 1,003 301
Cash flows from investing activities:

Capital investment in subsidiary bank ........................ - — (31,070
Purchase of securities available forsale ....................... (223) — —
Proceeds from sale of securities available forsale . ............... 33 — 175
Net repayment (issuance) of notes receivable . . . ................ 17,573 12,222 (30,344)
Net cash provided by (used in) investing activities ............... 17,383 12,222 (61,239)
Cash flows from financing activities:

Proceeds from stock issuance . ........... ..., 392 336 62,141 |
Treasury stock (purchases) iSsUances . ..............cueennn... (14,045)  (10,356) 104
Dividends paid . . ... ... o (3,644)  (3,147)  (1,378)
Net cash (used in) provided by financing activities .. ............. (17,297)  (13,167) 60,867
Net (decrease) increase in cash and cash equivalents ............. (186) 58 (71)
Cash and cash equivalents at beginning of period . . .............. 55 501 572
Cash and cash equivalents at end of period .. .................. $ 373 § 559 $ 501
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

Not applicable.

Item 9A. Controls and Procedures

Our management evaluated, with the participation of our Chief Executive Officer and Chief
Financial Officer, the effectiveness of our disclosure controls and procedures (as defined in
Rules 13a-15(e) or 15d-15(e) under the Securities Exchange Act of 1934) as of the end of the period
covered by this report. Based on such evaluation, our Chief Executive Officer and Chief Financial
Officer have concluded that our disclosure controls and procedures are designed to ensure that
information required to be disclosed by us in the reports that we file or submit under the Securities
Exchange Act of 1934 is recorded, processed, summarized and reported within the time periods
specified in the SEC’s rules and regulations and are operating in an effective manner.

No change in our internal control over financial reporting (as defined in Rules 13a-15(f) or
15(d)-15(f) under the Securities Exchange Act of 1934) occurred during the fourth fiscal quarter that
has materially affected, or is reasonably likely to materially affect, our internal control over financial
reporting.

Item 9B. Other Information
Not applicable.

PART III
Item 10. Directors and Executive Officers of the Registrant

The information required herein is incorporated by reference from the sections captioned
“Information with Respect to Nominees for Director, Continuing Directors and Executive Officers”
and “Beneficial Ownership of Common Stock by certain Beneficial Owners and Management-

Section 16(a) Beneficial Ownership Reporting Compliance” in the definitive proxy statement of the
Company for the Annual Meeting of Stockholders to be held on November 9 2004, which will be filed
within 120 days of June 30, 2004 (“Definitive Proxy Statement”).

The Company has adopted a Code of Conduct and Ethics Policy that applies to its principal
executive officer and principal financial officer, as well as other directors, officers and employees of the
Company and the Bank. (A copy of the Code of Conduct and Ethics Policy may be found on the
Company’s website at www.willowgrovebank.com.)

Item 11. Executive Compensation

The information required herein is incorporated by reference from the sections captioned
“Management Compensation”, “Report of the Compensation Committee” and “Performance Graph”
in the Definitive Proxy Statement.

Item 12. Security Ownership of Certain Beneficial Owners and Management and
Related Stockholder Matters

The information required herein is incorporated by reference from the section captioned
“Beneficial Ownership of Common Stock by Certain Beneficial Owners and Management” in the
Definitive Proxy Statement. Equity Compensation plan information is set forth below.
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Equity Compensation Plan Information-

The following table sets forth certain information for all equity compensation plans and individual
compensation arrangements (whether with employees or non-employees, such as directors), in effect as
of June 30, 2004,

Weighted average Number of securities remaining
Number of securities to be  exercise price of available for future issuance
issued upon exercise of outstanding (excluding shares reflected in
Plan.Category : outstanding options(1) options(l) the first column)

Equity compensation plans approved _ -
by security holders . . .......... 1,078,584 $8.09 128,410

Equity compensation plans not '
approved by security holders . . .. —

Total ............ ... ... ... 1,078,584 $8.09 128,410

(1) Includes 223,135 shares granted to directors and employees as of June 30, 2004 and held in the
recognition plan trust. The weighted average exercise price excludes restricted stock grants.
Item 13. Certain Relationships and Related Transactions

The information required herein is incorporated by reference from the section captioned
“Management Compensation- Indebtedness of Management and Related Oarty Transactions” in the
Definitive Proxy Statement.

Item 14. Principal Accountant Fees and Services

The information required under Item 9 (e) of Schedule 14A of Regulation S-K is incorporated by
reference from the section captioned “Ratification of Appointment of Auditors” in the Definitive Proxy
Statement.

82




PART IV
Item 15. Exhibits and Financial Statement Schedules
(a) Documents Filed as Part of this Report.

(1) The following financial statements are incorporated by reference from Item 8 hereof:

Report of Independent Registered Public Accounting Firm

Consolidated Statements of Financial Condition

Consolidated Statements of Income

Consolidated Statements of Changes in Stockholders’ Equity and
Comprehensive Income

Consolidated Statements of Cash Flows

Notes to Consolidated Financial Statements

(2) All schedules for which provision is made in the applicable accounting regulation of the SEC
are omitted because of the absence of conditions under which they are required or because
the required information is included in the consolidated financial statements and related notes
thereto.

(3) The following exhibits are filed as part of this Form 10-K, and this list includes the Exhibit
Index.

Exhibit Index

31 Articles of Incorporation of Willow Grove Bancorp, Inc. (1)
32 Bylaws of Willow Grove Bancorp, Inc. (1)
4.0 Form of Stock Certificate of Willow Grove Bancorp, Inc. (1)
10.1 Employment Agreement between Willow Grove Bancorp, Inc. and Frederick A. Marcell
Ir. (8)
10.2 Employment Agreement between Willow Grove Bank and Frederick A. Marcell Jr. (8)
10.3 Form of Employment Agreement entered into between Willow Grove Bank and each of
Joseph M. Matisoff, Christopher E. Bell, John T. Powers, Jerome P. Arrison and Ammon
J. Baus (8)
10.4 Supplemental Executive Retirement Agreement (2)
10.5 Non-Employee Directors Retirement Plan (3)
10.6 1999 Stock Option Plan (4)
10.7 1999 Recognition and Retention Plan and Trust Agreement (4)
10.8 Amended Directors and Officers Incentive Compensation Plan (5)

10.9 2002 Stock Option Plan (6)

10.10 2002 Recognition and Retention Plan and Trust Agreement (6)

10.11 Deferred Compensation Plan (7)

21.0 Subsidiaries of the Registrant — Reference is made to “Item 1. Business Subsidiaries” for
the required information

23.0 Consent of KPMG LLP

31.1 Section 302 Certification of the Chief Executive Officer
312 Section 302 Certification of the Chief Financial Officer
32.0 Section 906 Certification of the Chief Executive Officer and Chief Financial Officer

(1) Incorporated by reference from the Company’s Registration Statement on Form S-1 filed on
December 14, 2001, as amended, and declared effective on February 11, 2002 (Registration
No. 333-75106).
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(4)
(5)
(6)
™)

)

Incorporated by reference from the registration statement on Form S-1 filed by the Company’s
predecessor, a federal corporation also known as Willow Grove Bancorp, Inc. (the “Mid-Tier”) on
September 18, 1998, as amended, and declared effective on November 12, 1998 (Registration

No. 333-63737).

Incorporated by reference from the Company’s Form 10-Q for the quarter ended September 30,
2002, filed with the SEC on November 14, 2002 (SEC File No. 000-49706)

Incorporated by reference from the Definitive Proxy Statement on Schedule 14A filed by the
Mid-Tier on June 23, 1999 (SEC File No. 000-25191).

Incorporated by reference from the Company’s Form 10-K for the fiscal year ended June 30, 2002,
filed with the SEC on September 30, 2002 (SEC File No. 000-49706).

Incorporated by reference from the Company’s Definitive Proxy Statement on Schedule 14A filed
on October 9, 2002 (SEC File No. 000-49706).

Incorporated by reference from the Company’s Form 10-Q for the quarter ended December 31,
2003, filed with the SEC on February 12, 2004 (SEC File No. 000-49706).

Incorporated by reference from the Company’s Form 10-Q for the quarter ended March 31, 2004,
filed with the SEC on May 14, 2004 (SEC File No. 000-49706).
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

Willow Grove Bancorp, Inc.

By: /s/ FREDERICK A. MARCELL JR.

Frederick A. Marcell Jr.
President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this report has
been signed below by the following persons on behalf of the Registrant and in the capacities and on
the dates indicated.

Lewis W. Hull September 13, 2004
Director
Charles F. Kremp 3RP September 13, 2004
Director
William W. Langan September 13, 2004

Chairman of the Board
/s/ ROSEMARY C. LORING

Rosemary C. Loring September 13, 2004
Vice Chair :

/s/ FREDERICK A. MARCELL JR.

Frederick A. Marcell Jr. September 13, 2004

Director, President and Chief Executive Officer

A. Brent O’Brien September 13, 2004

Director

/s/ SAMUEL H. RAaMSEY, 111 H
Samuel H. Ramsey, 11 September 13, 2004

Director

/s/ THOMAS J. SUKAY

Thomas J. Sukay September 13, 2004
Director

/s/ WILLIAM B. WEITHENMAYER

William B. Weihenmayer September 13, 2004
Director

/s/ CHRISTOPHER E. BELL

Christopher E. Bell . September 13, 2004
Senior Vice President and Chief Financial

Officer (principal financial officer)
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Corporate Headquarters

Willow Grove Bancorp, Inc.

Welsh and Norristown Roads

Maple Glen, Pennsylvania 19002-8030
www.willowgrovebank.com

Annual Meeting

The annual meeting of the stockholders will
be held on November 9th, 2004 at 11:00 am
The Fairway Room

North Hills Country Club

99 Station Avenue

North Hills, Pennsylvania

Independent Auditors

KPMG LLP

1601 Market Street

Philadelphia, Pennsylvania 19103-2499

Shareholder Inquiries

For information relating to the annual
report on Form 10-K, press releases, reports
filed with the SEC and the annual meeting
of stockholders, call Frederick A. Marcell Jr.
or Christopher E. Bell at 215-646-5405, or
see our website: www.willowgrovebank.com

General Counsel

Dufty, North, Wilson, Thomas & Nicholson
104 North York Road

Hatboro, Pennsylvania 19040

Special Counsel

Elias, Matz,Tiernan & Herrick LLP
734 15th Street, N.-W., 12th Floor
Washington, DC 20005

Transfer Agent and Registrar

For information relating to your stock
holdings, stock transfer requirements,
lost certificates, dividends, tax forms and
related matters, contact:

Registrar and Transfer Company

10 Commerce Drive

Cranford, New Jersey 07016-3572
800-368-5948

Common Stock

Willow Grove Bancorp, Inc.’s common
stock is traded on The Nasdaq Stock
Market (NASDAQ) under the symbol
WGBC.

Newspaper stock listings: WillowG or
WillGrvBep.

Market Makers

Brass Utility, LL.C

Cantor Fitzgerald

CIBC World Markets Corp.
Cincinnati Stock Exchange

F. J. Morrissey & Co., Inc.
Friedman Billings Ramsey & Co.
Goldman, Sachs & Co.

Janney Montgomery Scott LLC
Keefe, Bruyette & Woods, Inc.
Knight Securities L.D.

Merrill Lynch, Pierce, Fenner
Moors & Cabot, Inc.

Morgan Stanley & Co., Inc.
RBC Dain Rauscher Inc.

Ryan Beck & Co., Inc.

Sandler O’Neill & Partners
Schwab Capital Markets
Susquehanna Capital Group
Trident Securities Inc.
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Bustleton

9869 Bustleton Avenue
Philadelphia, PA 19115
Dresher

701 Twining Road
Dyesher, PA 19025
Hatboro

2 North York Road
Hathoro, PA 19040

Holland

Village Shives Shopping Center
Buck and East Village Roads
Holland, PA 18966
Huntingdon Valley

Huntingdon Valley Shopping Center
761 Huntingdon Pike
Huntingdon Valley, PA 19006
Maple Glen

Welsh and Norristown Roads

Maple Glen, PA 19002

North Wales

122 North Main Street
North Wales, PA 19454

Rhawnhurst

8200 Castor Avenue
Philadelphia, PA 19152
Roslyn Valley

Roslyn Valley Shopping Center
1331 Easton Road
Roslyn, PA 19001

Somerton

Lumar Shopping Center
11730 Bustleton Avenune
Philadelphia, PA 19116

Southampton
735 Davisville Road
Southampton, PA 18966

Warminster

Warminster Square Shopping Center
1555 West Street Road
Warminster, PA 18974

K-Mart Plaza
1141 Ivyland Road
Warminster, PA 18974

Willow Grove

9 Easton Road
Willow Grove, PA 19090

Willow
Grove
Bank

F&‘f’/é ﬁ&ﬂﬁé about your bank!




